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Bailout Mania! 


The size of the bailout has very quietly and surreptitiously gone from 
hundreds of billions to many trillions of dollars, and there is no end 
in sight — despite the fact that the newly created money will cause 
massive inflation. (January 5, 2009, 48pp) TNA090105 


In a Free Market, Money 
Doesn’t Grow on Trees 


Socialistic bailouts have been flying through 
Congress with hardly a hitch because, we 
are told, the free market is failing and needs 
saving. But the free market works — when 

it is actually allowed to work. (November 24, 

2008, 48pp) TNA081124 


Looking Ahead 


Barack Obama was literally elected ona 
promise of “hope” for a better American 
future. We look at some of his plans and 
the people he is surrounding himself 
with in order to predict our country’s 
destiny under his leadership. (December 
8, 2008, 48pp) TNA081208 


Faith Triumphs 
Over Persecution 


It may seem that Christianity would 
break under the constant siege of 
secularism, apathy, and death-dealing 
Islamic militants, but Christianity 
is actually thriving, even where 
its adherents are being killed. 
(December 22, 2008, 48pp) 
TNA081222 
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Alinsky and His Tactics 


Your story on Saul Alinsky (“Alinsky: A 
Radical Who Matters,’ November 10) caused 
me to go to my collection and pull out a tape 
recording I made of Alinsky, “Plain Talk on 
Civil Rights,” at the Benjamin Franklin Ju- 
nior High School in San Francisco in 1965. 

I recall that at that time Alinsky not only 
called himself a radical but also a Marx- 
ist, which may explain why the communist 
Harry Bridges was on stage, along with 
many enthusiastic priests and nuns. 

In the following Alinsky quotation, one can- 
not help but notice that his method was close- 
ly related to the “instant induction” method 
used in hypnosis and hypnotherapy training: 
“Get an issue and cause conflict. For success- 
ful warfare you must ‘confuse’ the opposition. 
Our tactics are now too familiar to the enemy. 
For ‘shock’ value we must take them ‘outside 
their field of experience.’ New tactics must 
be developed, within the next three or four 
weeks, that will continue to push and ‘con- 
fuse’ and ‘cause reactions’ of despair.” 

In your story you quote Alinsky as saying, 
“Truth ... is relative and changing.” This is 
the same subject of a talk given at Old Saint 
Mary’s Center by the chaplain of a Catho- 
lic Young Adult Club. Much later, after I 
distributed literature of the Cardinal Mind- 
szenty group, a group that battles commu- 
nist influence, the chaplain shouted at me, “I 
want you to stop opposing the communists!” 
When I calmly asked him why, he said, “Be- 
cause it’s the Pope’s job to save the Catholic 
Church and the only way he can do that is to 
join with them.” 

JAMES E. Lockwoop, C.HT. 
San Jose, California 


Smaller Often Better 


The “law of diminishing returns” is a uni- 
versal law that attests to the fact that in get- 
ting bigger and bigger, there is a point where 
businesses’ profits start to diminish. This is 
brought about in that the bigger you are, the 
slower you are able to make decisions in a 

changing environ- 
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LETTERS TO THE EDITOR. 


ment. There is more indecision, jealousy, in- 
fighting, cronyism, self-gratification, favor- 
itism, etc. In a competitive environment, a 
smaller, specialized business can take better 
advantage of new technology and assess and 
take advantage of economic changes. Such 
actions by small businesses prevent the big- 
ger businesses from raising their prices in 
order to overcome their inefficiencies. This 
is why the big businesses seek government- 
sanctioned preferences in taxes, regulation, 
handouts, and protection. 

All this is done to make it harder for small 
businesses to grow and compete with them. 
I would say that a good 95 percent of the 
laws now on the books are put there in order 
to make it hard or impossible for the smaller 
businesses to start, grow, and compete. It is a 
fallacy to say a business is too big to fail. Its 
failure is natural in a free market and under 
the law of diminishing returns. The assets of 
a giant business that fails do not disappear. 
They are simply purchased by smaller, more 
profitable businesses. When giant businesses 
fail, it is to the consumers’ benefit in that it 
breaks up their monopoly status and reintro- 
duces competition. Wouldn’t it be wonderful 
if we had 100 competing oil companies? 

CLARENCE JAEGER 
Murfreesboro, Tennessee 


Send your letters to: THE NEw AMERICAN, P.O. 
Box 8040, Appleton, WI 54912. Or e-mail: 
editorial@thenewamerican.com. Due to vol- 
ume received, not all letters can be answered. 
Letters may be edited for space and clarity. 


CORRECTION: In the “Inside Track” 
section of our December 22 issue, we 
incorrectly stated that James L. Jones, 
President-elect Obama’s choice for na- 
tional security adviser, is a member of 


the Council on Foreign Relations. On 
October 4, 2006, when he was NATO’s 
supreme allied commander, James 
L. Jones gave the CFR a briefing on 
NATO’s role in Afghanistan, but the CFR 
member is James R. Jones. 
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Iraqi Shoe Tosser Becomes Arab World Celebrity 


During the press conference in Baghdad for his December trip to 
Iraq, President George W. Bush hailed progress in the war that 
defines his presidency, but got a reminder of his unpopularity 
when a man hurled two shoes at him, an act considered to be the 
ultimate insult in Arab society. 

“This is a farewell kiss, you dog!” shouted the protester in 
Arabic, later identified as Muntazar al-Zaidi, a correspondent for 
Al-Baghdadia television, an Iraqi-owned station based in Cairo, 
Egypt. Bush ducked both shoes as they whizzed past his head 
and landed with a thud against the wall behind him. “It was a size 
10,” Bush joked to reporters, “I don’t know what the guy said but 
I saw his sole.” 

The U.S. president was visiting the Iraqi capital just five weeks 
before he hands the war off to his successor, Barack Obama, who 
has pledged to end it. The president wanted to highlight a drop 
in violence in a nation still seething with ethnic strife and to cel- 
ebrate a recent U.S.-Iraq security agreement, which calls for U.S. 


troops to withdraw from Iraq by the end of 2011. 

Instead, the shoe attack turned Bush’s “victory lap” trip into a 
public-relations fiasco, overshadowing the intended message of 
impending military success. While al-Zaidi remained in custody 
after the incident, possibly facing up to seven years in prison for 
attacking a foreign leader, he became an overnight sensation in 
the Arab world. 

Arab TV channels and websites repeatedly played the video 
of Bush ducking as the shoes flew past. Saudi television reported 
that a Saudi businessman was offering $10 million for either of 
the shoes thrown at Bush. 

The incident generated much amusement, but there is noth- 
ing otherwise amusing about the situation in Iraq. Approximately 
150,000 U.S. troops remain in Iraq fighting a war that is intensely 
disliked across the globe. More than 4,200 members of the U.S. 
military have died in the conflict, which has cost U.S. taxpayers 
nearly $600 billion since it began almost six years ago. 


Grass-roots Pressure Kills Ohio Constitutional-convention Resolution 


On December 10 the Judiciary Committee of the Ohio House 
held a hearing on House Joint Resolution No. 8 (HJR 8), “Apply- 
ing to the Congress of the United States pursuant to Article V of 
the United States Constitution to call a constitutional convention 
for proposing amendments.” A couple days earlier, an Associated 
Press article had stated that there could be a “possible vote” on 
HJR 8 at the hearing. However, pro-Constitution citizens, includ- 
ing members of the John Birch Society, Campaign for Liberty, 
and other like-minded groups, had been alerted about the hearing 
late in the preceding week. 

These highly networked citizens went to work immediately, 
and by the time of the December 10 hearing, there was so much 
constituent heat on the House floor leadership and on members 
of the Judiciary Committee that the “possible vote” morphed 
into a testimony-only hearing. All 10 people giving testimony 
at the hearing were strongly opposed to HJR 8 and to the very 
concept of calling a constitutional convention (con-con). As a 
result, no vote was taken at the hearing, ensuring no further ac- 
tion on the con-con resolution in the 2008 session of the Ohio 
state legislature. 


The reason why so many citizens joined together so quickly to 
put pressure on the Ohio House to reject HJR 8 is that the threat 
to our Constitution was real. A constitutional convention could 
propose a radically revised version of the Constitution, which, if 
ratified, would become our new Constitution. 

It takes the agreement of two-thirds of the states, 34, to trig- 
ger the call for a constitutional convention by Congress. Ohio 
would have become the 33rd state to make a con-con call based 
on a balanced-budget amendment. And even though at least 10 
states, Alabama (1988), Florida (1988), Louisiana (1990), Idaho 
(1999), Utah (2001), North Dakota (2001), Arizona (2003), Vir- 
ginia (2004), South Carolina (2004), and Georgia (2004), have al- 
ready rescinded their con-con calls for a balanced-budget amend- 
ment and for other purposes over the past 20 years, pro con-con 
forces would argue that these rescissions don’t count and that 
only one more state would be needed to force a constitutional 
convention. 

That’s why it’s prudent to ensure that no additional state makes 
acon-con call. And, that’s why the Ohio citizens worked so hard 
and so fast to defeat HJR 8. 
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INSIDE TRACK 


Accounting Procedure Hides Debt Size 


The Associated Press reported that if the federal government 
employed the same accounting procedure used by private 
companies, the deficit for Fiscal 2008 (ending September 30) 
would have exceeded $1 trillion. But the government figure has 
been posted as $455 billion, less than half of what it should be. 
The government employs something other than accounting’s 
“accrual method,” which allows expenses to be recorded when 


they are incurred, not when they are paid. 

AP drew its information from the just-released 188-page Fi- 
nancial Report of the United States Government, a document 
compiled by the Treasury Department and the White House bud- 
get office. According to this report, the federal deficit for Fiscal 
2009 is expected to exceed $1 trillion even using the govern- 
ment’s method of accounting. 


Court Won’t Hear Obama Citizenship Case — but May Soon 


On Monday, December 8, the Supreme Court unsurprisingly de- 
cided not to hear a case by retired lawyer Leo Donofrio claiming 
that Obama is not eligible to be president because Obama had 
dual nationality at birth, so he wasn’t a natural born citizen as 
required under the Constitution to be president. 

This case was doomed from the beginning because the Su- 
preme Court was sure to agree with multiple findings by lower 
courts that an average citizen cannot contest a president’s eligibil- 
ity to be president; only those people who are legally “injured” 
by a presidential aspirant’s candidacy — either monetarily, physi- 
cally, or reputation-wise — may sue. The fact that such findings 
by the lower courts are absurd because the U.S. Constitution is 
a contract between the government and the people, and contract 
law stipulates that any party to a contract has the right to enforce 
a contract, was not going to be a reason for the Supreme Court to 
hear arguments in the Donofrio case. 

Neither was the fact that the Constitution itself declares that 
the only issue to be determined by a federal court for a case to 
proceed is the case’s constitutionality — not a plaintiff’s stand- 
ing — going to stop the Supreme Court from throwing out this 
case. (For an analysis of the constitutionally correct application 
of law in this case, check online for the article by constitutional 
law scholar Edwin Vieira, entitled “Obama Must Stand Up Now 
or Step Down.”) 

At the present time, only one case about Obama’s citizenship has 
better than a one-in-a-million chance of making headway. That is 
the case filed by Alan Keyes, a 2008 presidential candidate for the 
American Independent Party, and Markham Robinson, a California 
elector. These men definitely have legal standing to sue. And de- 
spite protests to the contrary by many, good reason to sue. 

Obama is hiding something. One doesn’t, as Obama has reput- 
edly done, hire three law firms to keep one’s birth records and 
college records sealed unless one has something to hide. (It is 
speculated that Obama’s college records will show that he applied 
for aid to foreign students.) It is not unusual for employers to re- 
quire employees to furnish original birth certificates and college 
records before they hire someone. To most people, such a request 
is simply no big deal. 

Also, Obama did not post a birth certificate online, as many 
claim, but a certificate of live birth (a document that would not 
even meet the standards of the average genealogy society as proof 
of citizenship); a newspaper birth announcement about Obama’s 
birth merely said that the Obamas had a son (no hospital or place 


sident-elect Barack Obama’s 
de the Supreme Court. 


of birth was listed); and in Hawaii, parents of children residing 
in Hawaii may submit alternate birth documentation to the De- 
partment of Health and still be deemed to have “an original birth 
certificate,” so an announcement saying that he has such a birth 
certificate is meaningless. 

But besides the lawsuits, there is another way that Obama’s 
impending swearing-in as president could be upset. On January 
6, Congress must meet to certify the counts of the states’ electoral 
ballots. (This will be unconstitutionally done on January 8 this 
year.) At that time, any senator or congressman may challenge 
the ballots for a good reason. If that happens, the Constitution 
compels Congress to get to the truth underlying the complaint. 
A letter-writing campaign to congressmen could end in an inves- 
tigation of Obama’s citizenship — though such an investigation 
may be a mere whitewash. 

But in the long run, the chances that a federal court will de- 
mand that Hawaii allow a forensic inspection of Obama’s birth 
records are better than one might assume. Lawyer Edwin Vieira 
explains: “As soon as Obama’s Department of Justice attempts 
to enforce through criminal prosecutions some of the controver- 
sial legislation that the new Congress will enact and Obama will 
sign — such as statutes aimed at stripping common Americans 
of the firearms to which (in Obama’s derisive terminology) they 
‘cling,’” those Americans will have standing to sue Obama to find 
out whether Obama actually has the power to sign the bill. Things 
could get interesting. 
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Joe the Plumber “Appalled” at 

McCain’s Support for the Bailout Measure 

“IT was angry. In fact, I wanted to get off the bus after I talked to 
him.” 

During his fleeting moments of fame, which included meeting with 
Senator John McCain on his campaign bus, Samuel J. Wurzelbach- 
er (a.k.a. Joe the Plumber) discovered to his dismay that McCain 
intended to vote for the initial $700-billion bailout package. 


Top NATO Commander in Afghanistan Expects a Long Struggle 

“At least three or four more years [are needed] until we get to the tipping point where the Afghan army 
and the Afghan police have both the capacity and capability to provide security for their people.” 
Calling for a doubling of the current U.S. force level of 32,000, General David McKiernan indi- 
cated that these additional troops would be needed for several years before the country could become 
stabilized. 


Listed as a Terrorist, She Wonders Why 

“T have no idea why I made the list. I’ve never been to the state of Maryland, except maybe to stop for 
gas on the way to Washington.” 

A leader of the anti-war group Code Pink, novelist Nancy Kricorian was surprised to find her name 
among those listed as terrorists by the Maryland state police. 


State Governors Told They Can Expect 

Help From the Obama Administration 

“Forty-one of the states that are represented here are likely 
to face budget shortfalls this year or next, forcing you to 
choose between reining in spending and raising taxes. Jobs 
are being cut. Programs for the needy are at risk. Libraries 
are being closed. Historic sites are being closed.” 
Meeting with governors or governors-elect from 49 states, 
President-elect Barack Obama listened intently as the 
governors discussed their desire for a $500-billion stimu- 
lus package. 


Recession Officially Admitted 

“We will write the record book on length for this recession. It’s still arguable whether it will set a new 
record on depth. I hope not, but we don’t know.” 

After the National Bureau of Economic Research confirmed what many already knew about the nation 
being mired in a recession, Allen Sinai, president of Decision Economics in Lexington, Massachusetts, 
offered his grim comment. 


Criticism of the Federal Reserve on Target 

“Tt literally prints its own budget. It pays for its operations out of the interest it receives. Talk about the 
ATM that keeps on giving.... This is an intolerable situation for an agency that now has such enormous 
power over the American economy.” 

Well known as an occasional political candidate and an economic columnist, Steve Forbes nevertheless 
wants only a “dramatic downsizing” of the Federal Reserve’s power, not 
a doing away with the organization. 


Top Bush Adviser Likes Obama’s Team 
“Monday’s announcement of Mr. Obama’s economic team was reassur- 
ing. He’s generally surrounded himself with intelligent, mainstream ad- 
visers [who have] a market-oriented imprint.” 
Former senior adviser to President George W. Bush, Karl Rove wrote an 
entire column praising the president-elect’s choices of individuals who 
will direct the nation’s economy for the next four years. /@ 

— COMPILED BY JOHN F. McManus 
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STORY Bezel. 


Bailout 


MANIA! 


The Treasury Department and Federal Reserve are 
spending trillions — and Congress is letting them get 
away with the biggest theft in history. 


by William F. Jasper 


humbled by outraged lawmak- 
ers.” This, or some similar title, 
may be affixed to what will undoubtedly 
become for many people the iconic event 
of the unfolding economic debacle known 


“] et-setting CEOs battered and 


10 


as “The Bailout-O-Rama that Grew, and 
Grew — and GREW.” 

The CEOs of the Big Three automakers 
— Alan Mulally of Ford, Robert Nardelli of 
Chrysler, and Richard Wagoner of GM — 
had come to Washington seeking a $25 bil- 
lion loan package to save their beleaguered 
companies. At a November 19 hearing of 


the House Financial Services Committee, 
the Detroit execs ran into a buzz saw when 
they revealed under questioning that each 
of the mendicants had flown to the nation’s 
capital in a private corporate jet. 

“There is a delicious irony in seeing 
private luxury jets flying into Washington, 
D.C., and people coming off of them with 
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tin cups in their hand, saying that they’re 
going to be trimming down and stream- 
lining their businesses,” Rep. Gary Acker- 
man (D-N.Y.) told the spendthrift CEOs 
at the committee hearing. “It’s almost like 
seeing a guy show up at the soup kitchen 
in high hat and tuxedo. It kind of makes 
you a little bit suspicious.” Fellow law- 
makers on both sides of the aisle chimed 
in with reprimands. After being roundly 
chastised, the wastrels were sent back to 
Detroit and told to prepare specific bailout 
plans to present to Congress. The TV pun- 
dits, talk-radio hosts, and the blogosphere 
went wild; here were the perfect targets 
on which to vent one’s wrath over the cur- 
rent economic mess and the injustice of 
the ever-growing demands for more and 
bigger bailouts of failed and failing enter- 
prises. Video clips of the committee hear- 
ing — with Mulally, Nardelli, and Wag- 
oner looking like auto crash dummies after 
a high-impact collision with a brick wall 
— played and replayed on news programs, 
and now have been permanently immortal- 
ized with numerous postings on YouTube 
and other Internet sites. 

In early December, when Congress and 
the White House took up the auto bailout 
again, the original $25 billion request had 
been trimmed to $14 billion and the Ford 
Motor Company had announced that it 
would not be seeking short-term federal 
aid. President Bush and Democratic lead- 
ers in Congress lined up for the bailout, 
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while Republicans put up temporary resis- 
tance to the funding, as tensions mounted 
in the countdown to the congressional 
Christmas recess. The House of Repre- 
sentatives voted on December 10th to ap- 
prove the $14 billion government bailout 
of the U.S. automobile industry (H.R. 
7321). However, on December 11, the 
Senate refused to pass this legislation. 
In response, White House spokesperson 
Dana Perino said from aboard Air Force 
One the next morning: “Congress spoke 
last night. They don’t have the votes to do 
anything.” The White House may divert 
money from the Wall Street bailout fund 
to the automakers. 

The prolonged and heated drama sur- 
rounding the auto bailout effort is remark- 
able for the disproportionate angst and ink 
that have been spent on it. Twenty-five bil- 
lion dollars, or even $14 billion, may not 
be chump change, but in comparison to the 
gargantuan bailouts that are slid- 
ing by virtually unremarked and 
unopposed, it is little more than 
a butterfly sneeze in a hurricane. 
As objectionable as any bailout 
may be, the $14 billion loan pro- 
gram for the automakers is, after 
all, a relatively modest sum when 
viewed alongside the bailouts for 
Citibank’s toxic debt ($45 billion, 
plus guarantees for 90 percent of 
its $306 billion in risky loans), 
American International Group, 


Bailout blatherskites: Treasury Secretary 
Henry Paulson (left) and Federal Reserve 
Chairman Ben Bernanke testify before the 
House Financial Services Committee on 
November 18, 2008. 


AIG ($152 billion), Bear Sterns/JPMorgan 
Chase ($25 billion), as well as Fannie Mae, 
Freddie Mac — and many, many more. 

All of which seems to indicate that the 
furor over the automaker bailout has been 
a sideshow by the political and media 
classes to divert public attention from 
the really big demolition that is going on 
beyond our view. The Bush Treasury De- 
partment has already burned through the 
first half of the $700 billion provided by 
Congress in October for bailouts, and now 
Treasury Secretary Henry Paulson is ask- 
ing for the second half. The first $350 bil- 
lion has not stopped the market meltdown, 
and there is little reason to believe that 
the second $350 billion will produce the 
promised beneficial effects. A December 
10 hearing by the House Financial Servic- 
es Committee focused on the lack of ac- 
countability and transparency in the Trea- 
sury Department’s handling of the bailout 
funds allocated by Congress, amplifying 
the concerns expressed in a critical report 
issued December 2 by the federal Govern- 
ment Accountability Office (GAO). Some 
members of Congress threatened to with- 
hold the second funding batch. 


Secret Spending Spree 

Here again, hundreds of billions of dollars 
involved are not negligible sums; however, 
they pale in comparison to the trillions of 
dollars that Treasury Secretary Paulson and 
Federal Reserve Chairman Ben Bernanke 
have been throwing around — without any 
oversight whatsoever. In early November, 
while most Americans were still attempt- 


Twenty-five billion dollars for the auto 
bailout, or even $14 billion, may not 
be chump change, but in comparison 


to the gargantuan bailouts that are 
sliding by virtually unremarked and 
unopposed, it is little more than a 
butterfly sneeze in a hurricane. 
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erica’s domestic policy is now being 
1 by Alan Greenspan and the Federal 
erve Board. Their decisions about 


rest rates are determining how many 

s have jobs and how many of us geta 

e,” opined economist Robert Reich in 
a January 7, 1999 piece for USA Today. 


ing to get their minds around the enormity 
of the congressional bailout, news began 
trickling out about the secret bailouts al- 
ready underway by Paulson and Bernanke 
that dwarf the congressional spendathon. 
A Freedom of Information Act (FOIA) 
lawsuit filed against the Federal Reserve 
on November 7 by Bloomberg News re- 
vealed that the Fed had issued $1.7 trillion 
in “emergency” loans to troubled compa- 
nies and institutions. However, the Fed 
was refusing to provide Bloomberg — or 
Congress, or the American public — with 
a list of the entities to whom the loans were 
made, or information about the collateral 
accepted to secure the loans. 

However, that mind-boggling sum was 
soon shown to be but a fraction of the as- 
tronomical total of liabilities that the Fed 
and the Treasury have put us on the hook 
for. By November 26, the New York Times 
was reporting this astonishing news: 


In the last year, the government has 
assumed about $7.8 trillion in direct 
and indirect financial obligations. 
That is equal to about half the size of 
the nation’s entire economy and far 
eclipses the $700 billion that Con- 
gress authorized for the Treasury’s 
financial rescue plan. 


The same article reported this equally as- 
tounding news: 


The Federal Reserve and the Treasury 
announced $800 billion in new lend- 
ing programs on Tuesday [Nov. 25], 
sending a message that they would 
print as much money as needed to re- 
vive the nation’s crippled banking sys- 
tem. [Emphasis added.] The gargan- 
tuan efforts — one to finance loans for 
consumers, and a bigger one to push 


down home mortgage rates 
— were the latest but prob- 
ably not the last of the fed- 
eral government’s initia- 
tives to absorb the shocks 
that began with losses on 
subprime mortgages and 
have spread to every corner 
of the economy. 


Where is all of the money 
for these gargantuan “loans” 
(many of which may never 
be paid back) coming from? It isn’t being 
appropriated by Congress, as required by 
the Constitution. The Times piece above 
provided the answer, noting that the Fed 
and the Treasury “would print as much 
money as needed” — with the amount 
“needed” being determined by the Fed and 
the Treasury, of course. 

Two days later, on November 28, Reu- 
ters news service was reporting bailout li- 
abilities of more than $8.3 trillion: “With 
the government’s latest actions this week 
to ease consumer credit and lower mort- 
gage costs, the potential bill for U.S. fi- 
nancial rescue efforts is now about $8.317 
trillion.” 

Of course, with this recent history as 
prologue, there is no reason to believe that 
the Fed and the Treasury have completed 
their massive spending spree. Indeed, there 
is every likelihood that unless Congress 
can be forced to combat these institutions 
and take away the powers they are illegally 


High flyers: The Big Three auto 
CEOs — from left, Richard 
Wagoner (GM), Robert Nardelli 
(Chrysler), and Alan Mulally 
(Ford) — take their seats to testify 
in favor of federal bailouts of their 
companies. 


exercising, they will continue taking the 
United States down the path to financial 
Armageddon. They may decide to inject 
another 10, 20, or 30 trillion dollars into 
the economy. The candidates for bailouts 
are endless: the Boeing Company, Tribune 
Co., Circuit City, Linens ’n Things, and on 
and on, not to mention many of our bank- 
rupt (or near-bankrupt) cities and states, 
which are now seeking federal bailouts. 
If the Fed is allowed to print whatever 
amounts it deems “necessary,” we can ex- 
pect hyperinflation in our future that could 
rival the devastating inflation that has been 
destroying Zimbabwe. 


Congress Out of the Loop 
The recent revelations concerning the 
usurpations of congressional power by 
the Fed and Treasury validate an impor- 
tant op-ed observation made in 1999 by 
economist Robert Reich, who had served 
as secretary of labor in the Clinton admin- 
istration from 1993-1997. “The dirty little 
secret is that both houses of Congress have 
become increasingly irrelevant,’ Reich 
opined in a January 7, 1999 piece for USA 
Today. “Tn case you hadn’t noticed,” Reich 
continued, “America’s domestic policy is 
now being run by Alan Greenspan and the 
Federal Reserve Board. Their decisions 
about interest rates are determining how 
many of us have jobs and how many of us 
get a raise.” 

Reich, who is now an adviser to Presi- 
dent-elect Obama, went on: 
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Congress is out of this loop. Every 
so often, some senators or House 
members politely ask Greenspan to 
visit and talk about the economy. He 
obliges by riding up to the Hill and 
muttering convoluted sentences that 
no two people interpret in quite the 
same way. Then he goes back down 
to the Fed and runs the country. 

America’s foreign policy, mean- 
while, is now being run by the Inter- 
national Monetary Fund (IMF), with 
some coaching from the Treasury 
Department. 


Reich’s description of things nearly a 
decade ago certainly describes the situa- 
tion in Washington today. While Congress 
voted on $700 billion for bailouts, the Fed 
is spinning out more than 10 times that 
amount out of thin air. If Congress, the 
press, and the public can be kept preoc- 
cupied arguing over a few billions, while 
the Fed is making decisions on and tak- 
ing action on trillions, then Congress has 
indeed become irrelevant. And so has the 
American public — except for when it 
comes time to pay the tab. 


TARP Coverup 
Even in the case of the congressional bail- 
out program Congress has been largely 
AWOL, allowing the Fed and Treasury 
to indulge in all manner of chicanery. 
The recent report of the Government Ac- 
countability Office confirms what was ap- 
parent to outside observers: the hundreds 
of billions of bailout dollars are being 
squandered without monitoring and ac- 
countability. The GAO report, entitled 
“TROUBLED ASSET RELIEF PRO- 
GRAM: Additional Actions Needed to 
Better Ensure Integrity, Accountability, 
and Transparency,” focuses on TARP, the 
Troubled Asset Relief Program, the main 
component of the congressional bailout, 
officially known as the Emergency Eco- 
nomic Stabilization Act (EESA) of 2008. 
When Secretary Paulson had initially 
proposed the $700 billion bailout in Sep- 
tember, the public reaction was a quick 
and fierce “Drop dead!” Congress got the 
message and on September 29 the House 
rejected the bailout bill. Then came the 
major panic campaign to convince the 
American public and Congress that unless 
an immediate bailout was approved to 
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Schemes and scams: After having marketed hundreds of billions of dollars in risky loans 
and fraudulent derivatives, some of Wall Street’s biggest names are transferring their 


losses to the taxpayers. 


treat the current economic crisis, the glob- 
al system would experience an economic 
apocalypse. The whole system would go 
into fatal meltdown, and all would be lost. 
The fright campaign worked; EESA was 
passed by the Senate on October 1, then by 
the House on October 3, and signed into 
law the same day by President Bush. 

“Among other things,” notes the GAO re- 
port, “the act provides Treasury with broad, 
flexible authorities to buy up to $700 billion 
in ‘troubled assets’ and allows Treasury to 
purchase and insure mortgages and securi- 
ties based on mortgages and,” in consulta- 
tion with the Federal Reserve Chairman, 
“purchase any other financial instrument 
(e.g., equities) deemed necessary to stabi- 
lize financial markets.” Unfortunately, the 
legislation does not rigidly define “troubled 
assets,” “financial institutions,” “significant 
operations,” and other important terms, thus 
allowing Treasury vast leeway for arbitrary 
decisions on fund allocations and the terms 
of those allocations. 


Much of the impetus for the EESA was 
built around a plea for compassion for the 
millions of homeowners facing foreclo- 
sure; the federal government must help 
them so families aren’t thrown destitute 
onto the street. However, as soon as the 
funds started flowing, Paulson, Bernanke, 
and company changed their tune. Now, 
they said, funding for homeowner foreclo- 
sures would not be productive; the TARP 
funds would be better spent buying up 
troubled banks and helping healthy banks 
buy up other banks and financial institu- 
tions. Members of Congress on both sides 
of the aisle cried foul, claiming they had 
been victimized by a Treasury “bait and 
switch” scheme. 

The GAO report sounds this same 
theme, noting: 


Before the bill was passed, TARP’s 
primary focus was expected to be the 
purchase of mortgage-backed securi- 
ties (MBS) and whole loans. Within 
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2 weeks of enactment, however, fol- 
lowing similar action by several for- 
eign governments and central banks, 
Treasury announced that it would 
make $250 billion of the $700 billion 
available to U.S. financial institutions 
through purchases of preferred stock. 


And, the GAO report noted, that $250 bil- 
lion was funneled into dozens of banks 
and financial institutions. As bailout crit- 
ics have noted, the TARP acronym is cer- 
tainly apropos; a tarp is used to cover up 
something. TARP’s opaque character is 
being used by Treasury and the Fed as a 
double coverup: first, to cover up the na- 
ture of TARP’s own disbursements of the 
congressionally approved bailout funds; 
and second to cover up by distraction the 
much larger multi-trillion dollar bailouts. 

It should come as no surprise that 
TARP had been launched and had dished 
out hundreds of billions of dollars before 
oversight and internal control procedures 
had been put into place. In fact, those im- 
portant functions still are not fully opera- 
tional. The December GAO report notes: 
“Without a strong oversight and monitor- 
ing function, Treasury’s ability to help en- 
sure an appropriate level of accountability 
and transparency will be limited.” And, the 
report continues: 


Although Treasury has hired a third 
party to help establish a system of 
internal controls, until controls are 
in place to ensure that specific pro- 
gram requirements are met, Treasury 
cannot effectively hold participating 
institutions accountable for how they 
use the capital injections or provide 
strong oversight of compliance with 
the requirements under the act. 


However, even if Treasury does finally get 
monitoring and control features in place, 
what level of confidence will that provide? 
Who would trust Treasury to honestly 
monitor and report to Congress the hun- 
dreds of billions it has already doled out 
when it is arrogantly refusing to divulge 
information on the trillions that it has been 
dealing out behind closed doors? Who will 
monitor the monitors? That is Congress’ 
job. Some of them have been jawboning 
and posturing about it, but there has been 
precious little action. 
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TARP testimony on Capitol Hill: Treasury official Neel Kashkari testifies on December 
10, 2008 regarding the Troubled Asset Relief Program, which is handling hundreds of 
billions of dollars in bailouts. 


A few members of Congress may be be- 
ginning to get the picture; they are realiz- 
ing that there is something terribly wrong 
— both in principle and in practice — with 
the process that allows government agents, 
whether elected or appointed, to comman- 
deer very nearly the total wealth of the 
nation, and then to refuse to provide in- 
formation on those activities to the people 
who are paying the bills. 

“Whether it’s lending or spending, it’s 
tax dollars that are going out the window 
and we end up holding collateral we don’t 
know anything about,” says Congressman 
Scott Garrett (R-N.J.), who serves on the 
House Financial Services Committee. 
“The time has come that we consider what 
sort of limitations we should be placing on 
the Fed so that authority returns to elected 
officials as opposed to appointed ones.” 

However, merely placing limitations on 
the Fed (and the Treasury) will not do what 
needs to be done. As usual, Dr. Ron Paul 
(R-Texas) is one of the few members of 
Congress who understands the disease and 


is willing to prescribe the tough medicine 
needed. He has repeatedly offered legis- 
lation to abolish the Fed. The power that 
it wields over our economy is unconstitu- 
tional, as well as being completely incom- 
patible with liberty and prosperity. 

Sound economic and constitutional 
principles prohibit the appropriation of 
even a single federal tax dollar for “rescu- 
ing” private enterprises, let alone billions, 
hundreds of billions or trillions. Bailing 
out failing companies rewards the profli- 
gate, the foolish, and the corrupt (along 
with those who are merely unlucky), 
while punishing the taxpayers, as well 
as those entrepreneurs and corporations 
that act responsibly and wisely. Legally 
speaking, the Congress, the president, 
and the Federal Reserve have no au- 
thority under the Constitution to extract 
any wealth from the American public to 
“save” any private enterprise. Allowing 
them to exercise these unconstitutional 
powers will lead to economic and politi- 
cal destruction. 
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by Charles Scaliger 


or aman who once worked at South 
H of the Border, the kitschy South 

Carolina tourist trap on I-95, Fed- 
eral Reserve Chairman Ben Bernanke has 
come a very long way. From his hometown 
in Dillon, South Carolina, where young 
Bernanke turned heads with his academic 
achievements (he was a spelling champion 
who competed in the National Spelling 
Bee, and achieved a near-perfect score on 
his college entrance exams), the man who 
was to become the 14th chairman of the 
Federal Reserve received a Ph.D. in eco- 
nomics from MIT and eventually became 
the head of the economics department at 
Princeton University. Along the way, Ber- 
nanke, an admirer of the late economist 
and Nobel Laureate Milton Friedman, de- 
veloped a profound interest in the Great 
Depression and its causes. In 2002, not 
long after he was appointed to the Federal 
Reserve’s Board of Governors, Bernanke, 
speaking on the occasion of Friedman’s 
90th birthday, made a startling admission 
regarding the Federal Reserve’s role in 
creating the worst economic crisis of the 
last century: 
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Federal Reserve Chairman Ben Bernanke’s radical 
policies have prompted alarm that they might 
worsen our economic recession/depression. 


Let me end my talk by abusing slight- 
ly my status as an official representa- 
tive of the Federal Reserve System. I 
would like to say to Milton and Anna 
[Schwarz]: Regarding the Great De- 
pression. You’re right, we [i.e., the 
Fed] did it. We’re very sorry. But 
thanks to you, we won’t do it again. 


Bernanke, like Friedman and other econo- 
mists of the so-called “monetarist” per- 
suasion, recognizes that the Great Depres- 
sion was largely created by the policies 
of the Federal Reserve and other major 
central banks. But like Friedman and his 
epigones, Bernanke believes that modern 
central banking has been “fixed” since 
then, and that judicious use of the Fed’s 
powers to expand and contract the money 
supply is not only possible but far superior 
to the old-fashioned gold and silver-based 
money system. 

It is thus grimly ironic that Ben Ber- 
nanke should have been appointed chair- 
man of the Federal Reserve just in time 
to reap the economic and financial whirl- 
wind resulting from the policies of his 
predecessor, Alan Greenspan, in cahoots 
with a federal government that had shown 


reckless willingness to finance its welfare/ 
warfare empire via unprecedented levels 
of debt and deficit spending. 

No sooner had Ben Bernanke succeed- 
ed Alan Greenspan in early 2006 than the 
already-shaky U.S. economy, unable to 
recover from the bursting of the dot.com 
stock bubble in 2000 and political uncer- 
tainty in the wake of the 9/11 terror at- 
tacks, began to come apart at the seams. 
For one thing, even the most foolishly 
optimistic investors and economists were 
starting to realize that housing prices had 
become wildly overinflated and were ripe 
for acollapse. A few economists and finan- 
cial advisers, like prominent broker and 
economist Peter Schiff, began warning as 
early as 2006 that something much bigger 
than just a correction in real estate prices 
was in the offing. Even one congressman, 
Representative Ron Paul, warned that the 
real estate bubble was merely one symp- 
tom of a much larger problem for which 
the piper would have to be paid: a wildly 
inflated money supply and systemic mal- 
investment that, sooner or later, would 
have to be liquidated in a massive market 
correction. But in general, such warnings 
were brushed aside by the likes of Ben 
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Proliferating powers: In the past year under Federal Reserve 


Chairman Ben Bernanke, the Federal Reserve has assumed vast 
new unconstitutional powers. 


Bernanke and like-minded economists like Arthur Laffer, who 
were convinced that appropriate corrective steps by the Federal 
Reserve would be able to ensure a “soft landing” for the U.S. 
economy. 


Spend and Conquer 

To understand the disagreement between monetarists like Ber- 
nanke and economic thinkers of the so-called “Austrian” per- 
suasion like Peter Schiff and Ron Paul, a bit of history is in 
order. The standard monetarist explanation for the Great De- 
pression is that the Federal Reserve, instead of pumping more 
money into the economy as it should have done following the 
October 1929 stock market crash, instead closed the money 
spigots, causing a credit crunch that led to bank failures and 
unemployment on a massive scale. 

The way the Federal Reserve usually manipulates the money 
supply is through so-called “open market operations,” whereby 
Fed representatives at the Federal Reserve Bank of New York 
buy and sell government securities from a small number of “pri- 
mary dealers,” large brokerage houses with special authoriza- 
tion to collaborate in the creation (or destruction) of money. If 
the Fed wishes to increase the money supply, it buys govern- 
ment bonds, bills, and notes for which it credits money to the 
accounts of the primary dealers. The funds quickly find their 
way onto the balance sheets of large commercial banks. The 
banks then loan out a portion of the new money, and the money 
supply expands. That, at least, is the theory. 

But what happens if the banks refuse to loan out new money, 
or if the public chooses to withdraw money from banks? As 
economist Murray Rothbard has shown, this is precisely what 
happened in 1929 and afterward: 


During the week of the [October 1929] crash,... the Fed 
doubled its holdings of government securities, adding $150 
million to bank reserves, as well as discounting $200 million 
more for member banks.... As a result, member banks of the 
Federal Reserve expanded their deposits by $1.8 billion — a 
phenomenal monetary expansion of nearly 10 percent in one 
week!... By the end of the year ... Fed ownership of govern- 
ment securities had increased by $375 million ... but the 
expansion had been offset by lower bank loans from the Fed, 
by greater money in circulation, and by people drawing $100 
million of gold out of the banking system. In short, the Fed 
tried its best to inflate a great deal more, but its expansion- 
ary policy was partially thwarted by increasing caution and 
by the withdrawal of money from the banking system by the 
general public. 


Thus the Great Depression occurred despite the Fed’s best 
efforts to prime the monetary pump. Yet Bernanke and other 
economists were convinced that, this time around, the Fed 
would be able to face down any financial crisis by injecting 
massive amounts of new money into the economy. 
Unfortunately for Bernanke and the Federal Reserve System, 
the ordinary mechanisms for expanding the money supply only 
work when people want credit and when banks are willing to 
lend. And, just as was the case in the early years of the Great 
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Depression, Bernanke’s 
Federal Reserve soon dis- 
covered that inducing banks 
to extend credit was proving 
a far more difficult task than 
anyone (save perhaps a few 
Austrian economists) had 
anticipated. The mortgage 
meltdown proved to be far 
more serious than first be- 
lieved, wreaking havoc with 
the balance sheets of major 
banks and brokerage firms 
across the globe. Before too 
many months, banks, wary 
of each other’s solvency, 
became leery of lending 
money to one another and to 
the public. Although banks 
in trouble are permitted to 
borrow money from the Fed 
via the so-called discount 
window, few banks were 
willing to risk the stigma of 
doing so. 

From the perspective of 
Bernanke and company, something radi- 
cal had to be done, and quickly. The strat- 
egy that the Federal Reserve has since 
embarked upon is simple enough in its es- 
sence: diversify the channels by which the 
Federal Reserve can pump money into the 
economy by giving both commercial and 
investment banks more direct access to 
Federal Reserve funds. Bernanke accom- 
plished this in a series of revolutionary ac- 
tions, beginning in December 2007 with 
the creation of the Term Auction Facility 
(TAF). This new device allowed banks to 
bid anonymously on specific amounts of 
Federal Reserve funds to be made avail- 
able at auctions held twice monthly. 

By early accounts, the TAF was a rous- 
ing success. Ailing banks flocked to this 
new source of badly needed credit, and the 
Federal Reserve soon announced that the 
new facility, at first billed as a temporary 
measure, would be continued indefinitely. 

But it soon became evident that the new 
facility was not having the desired effect. 
Banks were indeed taking advantage of 
the new financial lifeline, but were refus- 
ing to lend the money they had borrowed. 
In a word, banks were adding the money 
to their own battered balance sheets and 
continuing to tighten the credit reins. 

In response, the Federal Reserve creat- 
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ed a welter of other new facilities to enable 
the Federal Reserve to intervene directly 
in almost any aspect of the financial mar- 
kets. The Term Securities Lending Facil- 
ity, created in March 2008, made hundreds 
of billions of new dollars’ worth of Trea- 
sury securities available to primary dealers 
against a wider range of collateral and for 
longer time intervals than had previously 
been the case. This was followed a few 
days later by the Primary Dealer Credit 
Facility, which provided still more forms 
of credit to primary dealers against a still 
broader range of collateral. These mea- 
sures were intended to save foundering 
primary dealers like Bear Stearns, Gold- 
man Sachs, and Merrill Lynch but, as sub- 
sequent events showed, failed miserably. 
In September, as the eco- 
nomic crisis worsened and 
other sectors beyond the fi- 
nancial realm began to feel 
the pinch, the Federal Re- 
serve moved into backing 
commercial paper with the 
creation of the improbably 
named Asset Backed Com- 
mercial Paper Money Mar- 
ket Mutual Fund Liquidity 
Facility. Finally, in late Oc- 
tober the Federal Reserve got 


Vindicated watchdog: For decades, Rep. Ron Paul (R-Texas) has warned of the dangers of the Federal 
Reserve’s policies and has tried to rein in its unconstitutional powers. 


into backing money market mutual funds 
with the Money Market Investor Funding 
Facility. 


Simple Really 

It must be borne in mind that, behind the 
facade of obscurantist financial jargon and 
bewildering new layers of banking bureau- 
cracy, the operation of the Federal Reserve 
System is simple in principle. Each of these 
new facilities has as its purpose injecting 
new money into the economy at different 
points of entry. This is being done pri- 
marily by creating credit — but credit, in 
order to expand the money supply in any 
meaningful way, must be loaned out to the 
private sector — for example, to would- 
be homebuyers, to large corporations, to 


Representative Ron Paul warned that 
the real estate bubble was merely one 
symptom of a much larger problem: 


a wildly inflated money supply and 
systemic malinvestment that, sooner or 
later, would have to be liquidated ina 
massive market correction. 
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en free rein to do what no other type of 
isiness can legally do — loan out assets 
at they do not actually possess — 


students seeking college loans, to small 
business owners, and to purchasers of au- 
tomobiles and other big-ticket consumer 
items. But if banks and other financial in- 
stitutions refuse to lend or begin requiring 
much steeper credit terms, or if consumers 
and businesses prefer to save rather than to 
borrow new money, even the Federal Re- 
serve can do very little except offer ever 
more inducements to borrow money. 
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Blame the Fed: Contrary to popular mythology, Federal Reserve policies did not save us from the 
Great Depression; they caused it, prolonged it, and made it worse than it would have been without 
the Fed’s interference. 
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ks, which stand to make more money 
greater the demand for credit, will 
Iways tend to offer easy money, creating 
bubbles that sooner or later must burst. 


Despite all the Federal 
Reserve’s innovations, credit 
markets are tighter than ever. 
Students, buyers of homes 
and automobiles, and small 
business owners are suddenly 
unable to get loans under the 
same lax credit conditions of 
a few months or years ago. 
As aresult, automobile deal- 
ers and manufacturers, col- 
leges and universities, home 
sellers, and many others are 
unable to sell property, services, and in- 
ventory at customary terms. In spite of all 
Ben Bernanke’s financial legerdemain, the 
economic crisis continues to unfold, exact- 
ing its brutal toll. 

The economic reasons for the Federal 
Reserve’s failure are straightforward: 
recessions, panics, corrections, and de- 
pressions are all natural and inevitable 
consequences of the practice of fractional- 


reserve banking, whereby banks are per- 
mitted to pyramid nonexistent assets on 
top of a small fraction of “real reserves.” 
Fractional-reserve banking allows banks 
to create money by issuing debt backed 
by nothing but institutional authority, 
and inevitably distorts interest rates and 
credit markets by easy-money policies. 
Given free rein to do what no other type 
of business can legally do — loan out as- 
sets that they do not actually possess — 
banks, which stand to make more money 
the greater the demand for credit, will 
always tend to offer easy money, creat- 
ing economic bubbles that sooner or later 
must burst. Throughout the history of the 
United States, government-sanctioned 
fractional-reserve banking has always 
been practiced. During the time when the 
United States was still on a precious metal 
standard, banks were frequently allowed 
to “suspend redemption in specie” — that 
is, refuse to redeem their promissory notes 
in gold and silver — whenever the 
consequences of their lax credit 
policies caught up with them. 

But with the advent of the 
Federal Reserve in 1913 and the 
abandonment, for all practical 
purposes, of the gold standard 
two decades later, the problem of 
boom and bust has become much 
worse. This is because, absent the 
restraints that a precious-metal 
standard imposes on the behav- 
ior of bankers and government 
treasuries alike, the temptation to 
print money without limit to fund 
government projects is impossible 
for the power elites to resist. And 
with more reckless inflation come 
boom and bust cycles of much 
greater severity. 

When busts occur, as is happen- 
ing across the world right now, the 
scales fall off people’s eyes and the 
old-fashioned virtues of thrift and 
savings reassert themselves. De- 
mand for safe investments like gold 
increases dramatically and credit 
markets dry up, no matter how many 
new financial carrots a Federal Re- 
serve or other monetary authority 
dangles before banks, businesses, 
and consumers. Confidence is lost 
for a time and economic sanity, bit 
by bit, reasserts itself. 
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The high cost of easy debt: The Fed’s lax credit policies encouraged reckless borrowing and 
accumulation of massive personal and national debt burdens. 


Besides the economic fallout, the po- 
litical fallout from the Federal Reserve’s 
policies is cause for considerable alarm. 
Central banks are secretive and autocratic 
by nature, but the Bernanke Fed has shown 
a special penchant for secrecy and usurp- 
ing authority. 

Scarcely a month after Bernanke took 
the reins at the Fed, the Federal Reserve 
announced that it would no longer com- 
pute or make public M3, one of several 
measures for determining the money sup- 
ply (MO, M1, and M2 are the others). The 
Fed justified this action by claiming that 
M3 is not an important enough index to 
justify the resources spent in keeping track 
of it. In point of fact M3 includes, in addi- 
tion to currency, ordinary bank accounts, 
and the like (the sorts of monies likely to 
be held by consumers, which are covered 
by the other three indices), large-scale ag- 
gregates of money like large time deposits 
(CDs over $100,000, for example), institu- 
tional money market funds, and, most tell- 
ingly, short-term repurchase agreements. 
These last just happen to be the Federal 
Reserve’s preferred method of manipulat- 
ing the money supply, and the other dis- 
tinctive components of M3 are all types of 
monies and funds that are most likely to be 
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at the top of the financial food chain, and 
most susceptible to Fed-induced changes 
in the money supply. Thus that portion of 
the money supply most directly influenced 
by Federal Reserve policies enjoys much 
less scrutiny than before; simply put, no 
one really has any idea how much money 
is out there anymore. 

With its various recent interventions 
in the financial markets and the creation 
of new money-making instruments, the 
Federal Reserve has assumed — without 
any semblance of a by-your-leave from 
lawmakers — much greater emergency 
authority over the finances of our nation, 
and has positioned itself to become not 
only a universal lender of last resort but, 
in the longer run, an overseer and regulator 
of financial activities far and wide. 

What is rapidly turning into the great 
crisis of our age has become an excuse for 
an enormous expansion of government 
power. It has all happened before, and the 
rationales, then as now, have not changed 
a whit. Back in 1932, a prominent business 
periodical, Magazine of Wall Street, ran a 
long article defending the federal govern- 
ment’s intervention in the workings of the 
free market. Then, as now, the Federal 
Reserve and the Treasury Department had 


indulged in a long train of 
bailouts and other govern- 
ment actions supposedly to 
remedy free-market defects 
responsible for the depres- 
sion. Theodore Knappen, 
the author of the article, was 
at least candid about the mo- 
tives behind all the financial 
shenanigans: 


The answer made by rep- 
resentatives of business 
to the charge of socialism 
is that in all great emer- 
gencies, war for example, 
governments have al- 
ways thrown themselves 
into the breach, because 
only they can organize 
and mobilize the whole 
strength of the nation. 
In war every country be- 
comes practically a dicta- 
torship and every man’s 
resources are at its com- 
mand; the country is now 
at an equally great emergency. 


With good reason, Thomas Jefferson once 
said, “I believe that banking institutions 
are more dangerous to our liberties than 
standing armies.” What America is now ap- 
proaching is a financial and economic dic- 
tatorship, where the Federal Reserve and 
federal government will be the arbiters of 
who shall be allowed to fail and who shall 
be bailed out and otherwise propped up at 
taxpayer expense. The proper solution, as 
even Ben Bernanke’s former employers at 
South of the Border could probably have 
informed him, is to allow the free market 
— that is, the free decision making of indi- 
vidual consumers, investors, creditors, and 
debtors — to decide how assets and capital 
shall be allocated, to reward thrift and wise 
business decisions, and to allow those who 
have been less provident to assume the full 
responsibility for their choices by becom- 
ing insolvent. 

The Bernanke Federal Reserve, how- 
ever, has been pursuing precisely the op- 
posite tack. The result, as was the case the 
last time such radical policies were pur- 
sued, will be a recession/depression much 
longer and deeper than might have other- 
wise been the case. Ml 
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Auto Bailout: 


Lemomor Lemonade? : 


Will a bailout of the Big Three automakers — General Motors, Ford, and Chrysler — 
refresh the auto industry or further sour the economy? 


by Alex Newman 


ith the total tab for Washing- 

ton’s bailouts in excess of $8.3 

trillion and with one economic 
sector after another looking for handouts, 
it is perhaps not surprising that the strug- 
gling automobile companies would have 
gotten in line. What is surprising, perhaps, 
is the amount of media and congressional 
attention devoted to the $14 billion auto 
bailout compared to the total bailout tab 
for all economic sectors. Not only is the 
total tab still growing, but there appears to 
be no end in sight. 

Not that $14 billion is insignificant. 
Regardless of who’s being bailed out, 
transferring wealth to a politically favored 
sector can only be done at the cost of hurt- 
ing the economy as a whole. It rewards 
failure (successful companies do not get 
bailout money), encourages more bailouts, 
and results in more government control. 
The bailout of the auto industry is no 
different. 
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There is no question that the Big Three 
automakers — General Motors, Ford, and 
Chrysler — are in financial trouble. The 
Big Three are burning through billions in 
reserves just to continue operating, even 
as they face a tightening credit market, 
plummeting share values (between 70- 
and 82-percent drops over the last year, 
with GM currently worth less than toy 
maker Mattel), and a dramatic slump in 
sales — the worst in decades. In addition, 
sales of the highly profitable but gas-guz- 
zling SUV’s have been in steep decline 
since the surge in gasoline prices, dealing 
another revenue blow to the beleaguered 
automakers. 

One of the most frequently blamed cul- 
prits in this debacle is the United Auto 
Workers, which for decades has been 
demanding all sorts of benefits and sal- 
ary requirements that made the Big Three 
much less competitive than their foreign 
or non-union counterparts. The aver- 
age total cost of a unionized employee 


is over $70 an hour, while the total cost 
for a non-union autoworker is usually less 
than $50. If Michigan were a “Right to 
Work” state, where each worker would 
be able to choose whether or not to join 
the union, the union would not have had 
as much clout and the discrepancy would 
not have been as great. But because the 
federal labor laws make union member- 
ship in a union shop compulsory (except 
when a state opts out via “Right to Work” 
legislation), the UAW was in effect able 
to exercise monopoly control of the work- 
force to win concessions that have not only 
damaged the Michigan-based automakers’ 
ability to compete, but have ultimately put 
the workers’ jobs in jeopardy. 

In the past, the American auto giants 
could just pass all the added expenses on 
to the consumer, but with competition in 
the industry becoming increasingly more 
fierce and international, contracts that 
were agreed to in better years seem to be 
unsustainable if the Big Three hope to re- 
main competitive. 
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Government regulation and taxation 
have also harmed the automobile compa- 
nies (as they have the entire economy). 
GM paid $37 billion in taxes in 2007. For- 
eign competitors pay what’s called a Value 
Added Tax (VAT) on each vehicle sold, 
which works against the American compa- 
nies. For instance, German car companies 
pay a 19-percent VAT, but this entire tax is 
reimbursed to the companies if they export 
the vehicle (no tax). If an American car is 
sold in Germany, the VAT gets added to the 
American car, making it hard for Ameri- 
can companies to compete overseas. Those 
are just the federal tax problems. The Tax 
Foundation rates Michigan’s corporate tax 
structure as the worst 
in the nation. Addition- 
ally, the current financial 
meltdown has contribut- 
ed to the sales slump and 
compounded the problem 
of paying off huge debts. 

GM, which the De- 
troit News reported spent 
$17 million on Viagra in 
2006, is on the hook for 
at least $45 billion to its 
creditors according to its 
quarterly report filed with 
the Securities and Ex- 
change Commission. It 
also must fork over more 
than $7.5 billion early in 
2010 to a UAW-admin- 
istered healthcare fund 
for retirees. Ford owes 
its creditors more than 
$26 billion and must also 
pay in $6.3 billion to the 
UAW trust fund. The fi- 
nancial data for Chrysler 
is not available since it 
is not a publicly traded 


company, but Chief Execu- 
tive Officer Robert Nardelli 
said it will be difficult for the 
company to survive without 
government help. 

The three automakers col- 
lectively spent $18 billion of 
their reserves just in the last 
quarter. In short, their busi- 
ness models are not working, 
and since Americans won’t 
give them money voluntarily 
for their products (at least not 
at the prices those products are being sold 
for), plan B seems to be to take that money 
by force via the bailout. While Ford says it 
may be able to make it until 2010 without 
government money, GM and Chrysler have 
indicated that they could collapse within 
weeks if the federal government doesn’t 
step in and throw them a lifeline. 


Of course, the Big Three automakers are 
claiming that the companies are too big to 
be allowed to fail, and they are predicting 
the doom of the American economy in the 
absence of a government rescue plan. 
Some estimates claim that the demise of 
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United Autoworkers supporters = © the offices 
ofSenator Dianne Feinstein (D-Calif.) to press Her to vote for an 
automaker bailout. She is against a bailout unless the bailout 
mandates stringent fuel-efficiency standards for new cars and 
reduced greenhouse gas emissions for cars — which, ironically, 
22 would likely make it harder for the companies to survive. 


the Big Three could mean the loss of over 
two million jobs if all of the other indus- 
tries connected to the automakers are in- 
cluded. But with four percent of GDP and 
one in every 10 jobs in the United States 
being auto-related, the Center for Auto- 
motive Research put the figure closer to 
three million lost jobs. Experts are predict- 
ing that if such a collapse were to occur, 
unemployment could jump by up to 10 
percent, meaning declining revenues for 
the government, which would presumably 
then be expected to pay unemployment 
benefits. UAW president Ron Gettelfinger 
testified before Congress that “the stark 
reality is that these companies would be 
forced into a Chapter 7 liquidation, with 
their operations ceasing entirely and their 
assets sold for pennies on the dollar.” 
Who would buy up the Big Three’s as- 
sets? One possibility, which has received 
scant attention, is the Chinese. The 2/ st 
Century Business Herald, one of China’s 
leading business newspapers, reported 
that carmakers Shanghai Automotive In- 
dustry Corporation and Dongfeng Motor 
Corporation have plans to acquire GM and 
Chrysler. The article quoted a senior of- 
ficial in China’s Ministry of Industry and 
Information as saying 
that the Chinese compa- 
nies “have the capabil- 
ity and intention to buy 
some assets of the two 
crisis-plagued American 
automakers.” The report 
speculated that the move 
would be a good fit with 
China’s plans. “It would 
be much easier now for 
strong Chinese auto- 
makers to go global by 
acquiring some assets of 
their U.S. counterparts 
in times of crisis.” With 
70 percent of Dongfeng 
(a company founded at 
the request of Mao Ze- 
dong in 1968) reportedly 
owned by the Chinese 
government, which has 
over $2 trillion (U.S.) in 
reserves, America’s cars 
could soon read “made 
in China,” assuming the 
communist nation will 
keep lending Americans 


More jobs going? If any of the Big Three automakers fold, it is likely that the Dongfeng 
company (shown here, making Nissan cars), which is mainly owned by the Chinese 
government, will buy the assets of the companies and expand its production of vehicles 
worldwide. 


money to buy them. It would be far easier 
for the Chinese to enter the global auto 
market with well-known and established 
brands and technology purchased from the 
United States, so the move would make 
sense from the Chinese government’s per- 
spective. 

Obviously a sale to hostile foreign in- 
terests could be blocked. But could the 
automakers continue doing business after 
declaring bankruptcy? According to com- 
pany executives that is “not an option” 
since, they claim, nobody would buy a 
car from a bankrupt firm. “There isn’t 
a plan B,” said Fritz Henderson, GM’s 
Chief Operating Officer. “Absent sup- 
port, frankly, the company just can’t fund 
its operations.” Chrysler’s CEO indicated 
that without the bailout, America could be 
headed for, “God forbid,” a depression. 

But while corporate and union execu- 
tives predict the demise of the industry and 
more dire news for the economy if they 
have to file for bankruptcy, others with 
direct knowledge of the industry say that 
bankruptcy may be the only way to save 
the industry. Former Republican presiden- 
tial candidate Mitt Romney, whose father 
remarkably resuscitated American Motors 
from the brink of collapse in the 1950s, 
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blasted the bailout in an editorial written 
for the New York Times entitled “Let De- 
troit Go Bankrupt.” According to Romney: 
“A managed bankruptcy may be the only 
path to the fundamental restructuring the 
industry needs. It would permit the com- 
panies to shed excess labor, pension and 
real estate costs.” He argues that a bailout 
will seal their fate and simply allow them to 
continue down the road to failure on which 
they currently find themselves, postponing 
the inevitable for a little while longer. Many 
analysts point to past bankruptcies in the 
airline industry as a precedent for success- 
ful reorganization of large corporations. 


Having rejected managed bankruptcy as an 
option, the executives from the Big Three 
auto companies have gone to Congress hat 
in hand. After being sent away from their 
first visit empty-handed, they returned on 
December 2 with their plans, and this time 
they didn’t show up in the private jets that 
had caused such a stir in November — 
they arrived instead in hybrid cars. 
Legislators told them to show how the 
companies would survive and pay back 
the money. Some concessions have al- 
ready been agreed to, including UAW’s 


announcement that it would allow a delay 
in contributions to the medical funds and 
even suspend a program that pays laid-off 
union workers up to 95 percent of their 
regular pay. The companies themselves 
have agreed to some sacrifices in exchange 
for tax dollars too. Ford and GM’s CEOs 
said they would cut their pay to $1 per 
year, which Chrysler’s CEO has already 
done. Of course, they’1l undoubtedly still 
get stock options worth millions, whether 
the companies stay in business or sell to 
the Chinese. Ford also offered to cancel 
management bonuses, cut executive pay, 
and suspend merit raises for salaried em- 
ployees next year. Ford and GM have 
both agreed to sell off the companies’ 
private jets, while Chrysler is set to slash 
employee benefits. All three will be clos- 
ing plants, shedding tens of thousands of 
workers and shutting dealerships across 
the nation to help reduce expenses. All of 
the plans also include provisions to give 
the government a stake in the companies, 
furthering the trend of government control 
over private businesses. But if the new 
business plans made economic sense and 
would actually fix the problems and turn a 
profit, wouldn’t investors and creditors be 
willing to jump in? 

Democratic congressional leaders in- 
cluding Nevada Senator Harry Reid and 
House Speaker Nancy Pelosi both support 
a bailout. “We have to make sure we do 
everything we can to take care of the auto 
industry,” Reid said. 

Senator Jim DeMint (R-S.C.) disagrees. 
“Some auto manufacturers are struggling 
because of a bad business structure with 
high unionized labor costs and burdensome 
federal regulations,” said DeMint. ““Taxpay- 
ers did not create these problems and they 
should not be forced to pay for them.” 

Senator John Ensign commented as 
well: “We are in the midst of a reces- 
sion, yet we have come back for a late 
session of Congress to talk about saving 
just three companies. Why aren’t we con- 
sidering pro-growth policies to help the 
larger economy? We should be consider- 
ing long-term, pro-growth tax cuts rather 
than searching for ways to spend more of 
the taxpayers’ money. For instance, lower- 
ing the corporate tax rate would put more 
money back in the hands of companies all 
across America. This would help compa- 
nies stay afloat and to avoid cutting jobs 
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University of Maryland business professor 
Peter Morici put it bluntly: “This is not a 
bailout, this is going to be a slow-motion 


nationalization. If you give them money 
today, you’ll give them money tomorrow 


and forever after that.” 


during these difficult times.” 
Congressman Ron Paul (R-Texas) 
also opposes the bailout. “Back in 1979 
Congress had hearings about bailing out 
Chrysler and I was on record pointing 
out that these types of policies are fool- 
ish and very damaging to the long-term 
economic health of our country. They still 
are,’ wrote Ron Paul in a recent column 
entitled “The Bailout Surge.” “It is obvi- 
ous to most Americans that we need to 
reject corporate cronyism, and allow the 
natural regulations and incentives of the 
free market to pick the winners and losers 
in our economy, not the whims of bureau- 
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crats and politicians.” 
Congressman Tom Price 
(R-Ga.) also said he is still 
firmly against the bailout 
and that his constituents are 
backing him up. “All they 
see is the government print- 
ing money and obligating 
their children and grandchil- 
dren to a greater debt,” he 
said. But Nancy Pelosi is de- 
termined: “I believe that an 
intervention will happen. It’s pretty clear 
that bankruptcy is not an option.” 
Congressmen opposing the bailout are 
out of step both with the GOP and Demo- 
cratic congressional leadership, as well as 
with the Bush administration. But con- 
sidering that the Big Three spent almost 
$50 million lobbying this year, the support 
by leadership in government for a bailout 
shouldn’t be a surprise. At press time the 
initial bailout of $14 billion was blocked 
by Senate Republicans after passing in the 
House. President Bush is now weighing 
different options to get the auto makers the 
cash, which could come from the Federal 
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Reserve or the $700 billion Troubled Asset 
Relief Program fund originally intended 
for banks. He indicated that it would not 
be long before a solution was agreed to. 


Constitutional Solutions 
But much more than merely “bailing out” 
the auto industry is involved. Testifying 
before Congress during the auto industry 
hearings in November, University of Mary- 
land business professor Peter Morici put it 
bluntly: “This is not a bailout, this is going 
to be a slow-motion nationalization. If you 
give them money today, you’ll give them 
money tomorrow and forever after that.” 
Printing more Federal Reserve Notes 
and confiscating more wealth from Amer- 
icans to give to private companies in 
violation of the Constitution is not a real 
solution to anything. Nor is government 
ownership of industry. There are plenty of 
ways the government could constitution- 
ally help the automakers and the economy 
as a whole — lowering taxes, lessening 
the regulatory burden, ending compulsory 
union membership, and allowing the free 
market to work would be a good start. 
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CONSTITUTION CORNER 


A Crisis OF DOLLARS AND SENSE 


The “dollar” bills that we routinely exchange for goods and services are not 
genuine constitutional dollars, but promissory notes substituting for the real thing. 


by Edwin Vieira, Jr. 


what they think are “dollars.” Yet, in almost every 

instance, they are deceiving themselves. For the 
“one-dollar” (picture of George Washington on its face) 
Federal Reserve Note (FRN) that most everyone uncriti- 
cally calls a “dollar” is not a “dollar” at all. No statute of 
the United States has ever declared that note to be a “dol- 
lar.’ Neither could such a declaration ever be made. For 
each and every FRN, of whatever denomination, is only 
a “note” — a private bank’s promise to pay the holder a 
stated number of “dollars.” Self-evidently, a promise to pay 
some thing is not that thing itself. 

Even the statute that authorizes the emission of FRNs 
requires that “They shall be redeemed in lawful money on 
demand at the Treasury Department ... or at any Federal 
Reserve bank” (12 U.S.C. § 411) — which proves that 
FRNs are not themselves “lawful money.” Another statute 
does declare FRNs to be “legal tender for all 
debts, public charges, taxes, and dues” 

(31 U.S.C. § 5103). But FRNs would not 
have to be declared “legal tender’ if 
they were actually “‘dol- 
lars.” Rather, the statu- 
tory designation “legal 
tender” recognizes that 
FRNs are not “dollars,” 
but may be used as sub- 
stitutes for “dollars” with 
respect to any payment 
covered by the law. 

Thus, amazing as it 
may seem, the present 
chaotic circumstances 
plaguing America’s finan- 
cial markets have nothing 
to do with the true “dollar.” 
The markets’ derangement 
has arisen, over the course of 
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Edwin Vieira, Jr. is an attorney and author who concentrates on issues of 
constitutional law. He has won three cases in the Supreme Court of the 
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decades, from the absence of the “dollar” in day-to-day 
economic transactions — indeed, from having the “dollar” 
supplanted as the American people’s official monetary unit 
so that hardly anyone anywhere in this country employs the 
“dollar” as his medium of exchange or standard of value. 
This has occurred because all too many Americans have 
simply forgotten, or have never learned, what a real “dol- 
lar” — a constitutional “dollar” — is. 

The constitutional “dollar” is a specific silver coin 
— and nothing else. A “dollar” derives from the Spanish 
milled dollar, which was proposed as America’s monetary 
unit by Thomas Jefferson, adopted as such by the Conti- 
nental Congress, and then designated the standard of value 
in the Constitution (Article I, Section 9, Clause 1) and the 
Bill of Rights (the Seventh Amendment). Its then-contem- 
porary content — 371.25 grains (troy) of fine silver — was 
determined as an historical fact, and declared to 
be the value of America’s 
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The silver certificate was created in response to “Free Silver” 
agitation by those who were angry about the 1873 Fourth 
Coinage Act, where the United States accepted the gold standard 
and de-monetized silver. The silver certificate was equal in value 
to and redeemable in silver coins. 
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Pesos past: After a Spanish currency reform in 1497, the silver coin 
known as the Spanish Dollar, or peso, was minted in the Spanish 
Empire. The United States accepted the Spanish currency as legal 
tender until 1857. 


own “dollar,” in 1792. (See the sidebar on page 29.) 

Because the Founding Fathers knew that real “money” consists 
of valuable commodities, they delegated to Congress the power 
“To coin Money, regulate the Value thereof, and of foreign Coin” 
(Article I, Section 8, Clause 5). And to promote national unifor- 
mity in official coinage, the Constitution declares that “No State 
shall ... coin Money” (Article I, Section 10, Clause 1). So, the offi- 
cial “Money” of the United States is to be coin, and coin alone. 

In the same clause, the Constitution also mandates that “No 
State shall ... emit Bills of Credit” (the Founders’ term for paper 
currency) or “make any Thing but gold and silver Coin a Tender in 
Payment of Debts.” Often overlooked, though, is that the original 
draft of Article I, Section 8, Clause 2 of the Constitution empow- 
ered Congress “To borrow Money, and emit bills on the credit of 
the United States.” But, by a vote of nine states to two, the Federal 
Convention deleted the power to “emit bills” — so that Clause 2 
now reads simply “To borrow Money on the credit of the United 
States.” Inasmuch as Congress has no powers other than those the 
Constitution delegates, this deletion absolutely deprives Congress 
of any power to “emit bills.’ And if Congress cannot “emit bills” 
at all, it cannot emit “bills” with the special character of “legal 
tender,” either. Thus, the emission of every form of paper currency 
by the General Government is as utterly unconstitutional as the 
emission of paper currency by the states. 

The reason for this sweeping prohibition was the Founders’ 
experiences with their own Continental Currency and state “bills 
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of credit” during the War of Independence. 
The collapse of these “legal-tender” paper 
currencies disabused the Founders of the 
notion that a “bill of credit” is as good as 
the money in which it is denominated. In 
any particular case, such a promise may 
be honored, or may not be — but in every 
instance the conversion of promise into pay- 
ment remains problematical until actual per- 
formance is had. Even less were the Founders 
subject to the modern delusion that a paper 
promise to pay (such as a Federal Reserve 

Note) not only can substitute for real money 

for a while, but even can supplant it perma- 
nently. Moreover, the Founders recognized 
that “bills of credit,’ when expanded be- 
yond the issuers’ ability or willingness to pay 
with silver or gold, were instruments capable 
of unjustly redistributing immense amounts of 
wealth from society to the issuers — a result at 

odds with the general welfare. 
So how, constitutionally, is sound money to come 

into existence? In four ways: 

(1) Congress must “coin Money,” particularly of silver (the 
constitutional “dollar’) and gold, so as to supply the “gold and 
silver Coin” which the states are required to “make ... a Tender 
in Payment of Debts.” (See United States v. Marigold, 50 U.S. (9 
Howard) 560, 567 (1850).) Congress may, of course, coin what- 
ever silver and gold the General Government happens to own or 
acquire. But the greater source of official coins is to be through 
so-called “free coinage”: the requirement that the government 
mint coin, at the minimum possible (or even no) charge, what- 
ever silver and gold private parties bring to them, the resulting 
coins then being spent into circulation by those parties. In this 
manner, ultimately the free market will determine the amount of 
official coinage in circulation. 

(2) Congress must also “regulate the Value” of “foreign Coin.” 
This requires assigning to “foreign Coin” the value in “dollars” 
such coin has in the free market. (Thus, a “foreign Coin” contain- 
ing 742.50 grains of fine silver would be “regulate[d in] Value” 
at “two dollars.” Or a “foreign Coin” containing 371.25 grains 
of fine gold, when the market exchange ratio between silver and 
gold is 20 to one, would be “regulate[d in] Value” at ‘‘20 dollars.’”) 
Through this process, Congress could incorporate all of the pres- 
ent gold and silver coin of the entire world into the monetary 
system of the United States, with the passage of a single statute. 

(3) Although coins minted or “regulate[d in] Value” by Con- 
gress are the only official “Money” of the United States, Con- 
gress may not prohibit any nonfraudulent forms of private coin- 
age — whether of silver, gold, copper, or any other metal or 
alloy (see Amendments IX and X). Every American may use 
any of these media of exchange in his private transactions. Un- 
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fortunately, on the basis of a statute that purports to penalize 
anyone who “makes or utters or passes ... any coins of gold or 
silver ... of original design,” the Department of Justice is harass- 
ing at least one issuer of private coinage, the so-called “Liberty 
Dollar” (18 U.S.C. § 486). But, as applied to any honest private 
coinage, this statute is plainly unconstitutional. 

(4) Private banks and other financial institutions may emit 
notes, and the holders of those notes may use them as media of 
exchange in private transactions — provided that the issuers: (1) 
make full disclosure to the general public as to what reserves 
or assets secure the notes, and how and when the notes may be 
redeemed; and (ii) suffer severe legal consequences if they fail 
to abide by their promises with respect to redemption. 

Today, though, the monetary system with which Americans 
deal flouts the Constitution at every turn. 

Being a paper currency, the FRN is a “bill of credit.” Worse, it 
is a discredited “bill.” For the “one-dollar’” FRN does not promise 
to pay an actual constitutional “dollar” containing 371.25 grains 
of fine silver. A statute does require the FRN to be redeemed “‘in 
lawful money” (12 U.S.C. § 411); however, in practice, redemp- 
tion yields not an actual “dollar,” but only base-metallic coin- 
age containing no silver (or gold) whatsoever. In addition, the 
Department of the Treasury will not redeem a “‘one-dollar’” FRN 
with, or exchange “one dollar” of base-metallic coinage for, a 
real “dollar,” either. Instead, the relevant statute provides that “A 
person lawfully holding United States coins and currency may 
present the coins and currency to the Secretary of the Treasury 
for exchange (dollar for dollar) for other United States coins and 
currency (other than gold and silver coins) that may be lawfully 
held” (31 U.S.C. § 5118(b)). And no one may sue the General 
Government on a claim “for United States coins or currency” 
or “arising out of the surrender, requisition, seizure, or acquisi- 
tion of United States coins or currency, gold, or 
silver involving the metallic content of 
the dollar or in a regulation about the 
(1)). Meaning that, although a “one- es 
dollar” FRN must be redeemed “in law- 
ful money,” the medium of redemption 
will be whatever Congress — in defiance 
of its constitutional duty — wants it to 
be other than gold and silver coins, and 
notwithstanding that the thing used for 
redemption is worth far less in the mar- 
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Not worth the paper it’s printed on: After the 
Revolutionary War began in 1775, a paper 
currency, known as Continental currency, was 
issued by the Continental Congress. The phrase 
“not worth a continental” was later applied to 
this currency, since it could easily lose value 
and was highly vulnerable to counterfeiting. 
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ketplace than a “dollar” containing 371.25 grains of silver. 

Yet, notwithstanding all of this chicanery — exacerbated by 
the “legal-tender” statute — no one is obliged always and under 
all circumstances to use FRNs in his private transactions. In 
addition to the Constitution (particularly Amendments IX and 
X), a statute entitles any American to use United States or for- 
eign silver and gold coins to the absolute exclusion of FRNs (31 
U.S.C. § 5118(d)(2)). Contracts for that purpose are often called 
“gold-clause contracts” because gold was the preferred medium 
of exchange when such arrangements originally became popular 
in the late 1800s. Congress outlawed “gold-clause contracts” 
in 1933, but permitted them once again in 1978. Since then, 
however, they have been only infrequently employed because 
almost all Americans have been unaware both of such contracts’ 
legality and of their usefulness for avoiding losses in monetary 
purchasing power due to inflation. 

Such widespread popular ignorance evidences a shocking fail- 
ure on the part of America’s political leadership, her educational 
establishment, and the big media because FRNs’ chronic loss of 
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purchasing power — amounting to more than 90 percent since 
World War II — should hardly be unexpected, and the way to cor- 
rect it hardly uncertain. FRNs are not backed “dollar’’-for-“dollar” 
by silver or gold, but instead are issued on the supposed security 
of public and private debts. Each FRN is the product of an es- 
sentially magical process by which debt (a liability) is somehow 
monetized via the creation of money (an asset) out of thin air. 
As if that were not enough, FRNs are the currency of a pri- 
vate banking cartel, the Federal Reserve System (FRS), which 
operates on the basis of so-called “fractional reserves.” Using 
“fractional reserves,’ the Fed can expand the amount of currency 
and credit many times beyond the amount of public and private 
debts on which that currency and credit rests. The result is an in- 
verted pyramid in which at the bottom a relatively small amount 
of debts, the real values of which are themselves uncertain, at- 
tempts to support at the top a much larger mass of currency and 
credit, the values of which depend upon the values of the debts. 
As long as this pyramid continues to expand, all appears well, 
because one “dollar’s” worth of debt at the bottom seems to prop 
up many “dollars’” worth of currency 
and credit at the top. Economic activ- 
ity in society accelerates. But should 
enough of the debts prove bad, seri- 
ous trouble follows — because each 
“dollar’s” worth of debt that must be 
written off at the bottom requires many 
“dollars’”’ worth of currency and credit 
to be extinguished at the top. Then the 
economy rapidly stagnates and sinks 
into recession, or even depression. 
This “boom and bust” cycle inevi- 
tably and unavoidably occurs because 
bankers maximize their profits by 
transforming debts into currency and 
credit to the greatest extent possible. 
Thus, they have an incentive to make 
loans that are excessive in amount and 
only questionably secure. At some 
point a disjunction must occur between 
the speculations of the financial system 
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The Krugerrand is a gold 
coin minted by South Africa. 
The United States could add 
foreign gold to its money 
supply simply by placing a 
value on the foreign currency 
and letting it circulate. 


and the physical realities of the productive system, bringing 
about an economic crisis. 

To make matters worse, the Federal Reserve System is not 
a purely private banking cartel, but instead a cartel in which 
private banks are interlocked with the Treasury of the United 
States. Indeed, a statute designates the Treasury as the surety 
for redemption of FRNs “in lawful money” should the banks 
fail (12 U.S.C. § 411). This political-economic integration of 
bank and State renders the General Government, and through 
it the American people as a whole, hostages to the vicissitudes 
of fractional-reserve banking and allied speculative ventures in 
the world of high finance. This is why the present crisis in the 
financial markets threatens not only the solvency of the banks 
and their clients, but also the solvency of the Treasury, the credit 
of the United States, and ultimately the economic stability, if not 
the survival, of the whole country. 

The severity of this crisis at the constitutional level can be 
gauged by observing that the Federal Reserve System is a cartel 
established by Congress for the purpose of self-regulation by its 
member banks, all of which are private parties, not governmental 
entities. When in 1933 Congress attempted to set up similar self- 
regulating cartel arrangements throughout private industry under 
the National Industrial Recovery Act, the Supreme Court held 
that “Such a delegation of legislative power is unknown to our 
law and is utterly inconsistent with the constitutional prerogatives 
and duties of Congress.” The illegal delegation involved allow- 
ing the industries themselves to set quotas on production and to 
fix prices for goods and services, with the force of law behind 
their actions, so that dissenting businessmen could be criminally 
charged for bucking the system. It was pure and simple “fascism” 
(in the economic sense of that term). (A.L.A. Schechter Poultry 
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Kevin Landers, a real-estate broker, wonders 
if his collection of $5,000 in privately 
minted, silver Liberty Dollars will be deemed 
worthless by the U.S. government. 
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Corporation v. United States, 295 U.S. 495, 537 (1935).) The FRS 
escaped condemnation in the Schechter case because its purported 
authority arose, not from the National Industrial Recovery Act, 
but instead from the Federal Reserve Act of 1913, the unconstitu- 
tionality of which has evaded adjudication since its inception. 
Self-evidently, the economic and legal chaos that has arisen 
throughout America’s economy by structuring this country’s mon- 
etary and banking systems on “‘a delegation 
of legislative power [that] is unknown to 
our law and is utterly inconsistent with the 
constitutional prerogatives and duties of 
Congress” dwarfs by many orders of mag- 
nitude the harm that such an illegal “del- 


exchange rate between the two metals, and foreign coins regu- 
lated in “dollar’”-values according to their contents in silver and 
gold. 

* Second, reestablishment of “free coinage” as the primary 
means for creating official coinage, along with complete allow- 
ance of all forms of nonfraudulent private coinage. 

¢ Third, elimination of all “legal-tender” laws that license the 


WHAT'S A DOLLAR? 


egation of legislative power” in the poultry 
(or any other) industry could cause. And it 
will become increasingly severe until the 
contradiction between what the Constitu- 
tion mandates and what politicians and the 
banks have done in defiance of it is finally 
resolved in the Constitution’s favor. 

How might that occur? The constitu- 
tionally correct course would be to return 
America to money that is sound because 
it is honest, and honest because it is the 
silver and gold “Coin” the Constitution 
commands the General Government and 
the states to employ in all of their financial 
transactions. This will require at least: 

¢ First, reinstatement of the “dollar,” 
containing 371.25 grains of fine silver, 
as this country’s monetary unit, along 
with United States gold coins valued in 
“dollars” according to the free market’s 


was ratified. 
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is now current” 


Ithough the word “dollars” appears in the Constitution and the Bill of Rights, it 
is not defined there. Nonetheless, it must have referred specifically to something 
then in existence. But no “dollar” had been created by the Continental Congress prior 
to ratification of the Constitution. No “dollar” was created by the constitutional Con- 
gress coincident with ratification because that Congress had not yet been elected. And 
no “dollar” had been created by the constitutional Congress before the Bill of Rights 


The only possible referent of the word “dollars” was the silver “Spanish milled dol- 
lar,’ which was actually being used as the money of account throughout the independent 
states at that time, and had been the standard for regulating the “value” — the metallic 
content — of foreign silver coins in the colonies since the early 1700s. To determine 
the value of this “dollar,” and thereby define the constitutional “dollar” as an historical 
fact, a representative sample of Spanish milled dollars then in circulation was subjected 
to chemical analysis. The Mint Act of 1792 incorporated the result in its definition of 
America’s “DOLLARS or UNITS” as 
— that is, the metallic content of a Spanish milled dollar accepted in 
the free market as containing a “dollar’s” worth of silver — which was determined to be 
371.25 grains of that metal. (Act of 2 April 1792, ch. 16, § 9, 1 Stat. 246, 248.) 
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unjust substitution of some unsound currency for sound money 
in the payment of any debt, tax, or other monetary obligation. 

¢ Fourth, prohibition of all forms of paper currency (“bills of 
credit”) emitted, directly or indirectly, by the United States or 
any state — whether such currency is redeemable in silver and 
gold or not. 

¢ Fifth, absolute separation of bank and state, such that no private 
bank can claim to exercise any delegated governmental power, or 
other abusive special privilege, with respect to money. And, 

¢ Sixth, stringent regulation of all fractional-reserve and kin- 


dred financial practices in the private sector, so as to eliminate 
fraudulent expansion of debts and excessive speculation. 
Bankers and their pet politicians, however, do not intend to 
allow America to follow the course her supreme law requires. 
When, in the near future, the FRS finally melts down in mon- 
etary chaos as the inevitable result of its own inherent instabil- 
ity, they will use its collapse as their excuse to introduce a new 
North American hemispheric paper currency — already being 
touted as the “Amero”; or perhaps even a new global paper cur- 
rency — for which the name “Phoenix” has been predicted. But, 
to obtain the promised “stability” of this new currency, finan- 
cially desperate Americans will be obliged to accept the transfer 
of their country’s sovereignty, in whole or significant part, to a 
North American Union or some new global political entity. 
Thus, the present financial crisis goes beyond even a consti- 
tutional crisis. In addition, it is a crisis that strikes at the heart of 
the Declaration of Independence — a crisis of America’s national 
identity, national independence, national sovereignty, and even 
national survival. If Americans do not wake up and demand en- 
forcement of constitutional money and banking — in particular, 
the reinstatement of the constitutional “dollar” as the monetary 
standard — America herself will be irretrievably doomed. 
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BOOK REVIEW 


RON PAUL: A MAN OF IDEAS 


AND IDEALS 


Ron Paul: A Life of Ideas, the first 
book-length biography of the noted 
congressman, tells the back story of the 
man behind the revolution, a best-selling 
book, and the Internet phenomenon. 


by Charles Scaliger 


Ron Paul: A Life of Ideas, by Christopher 
Horner and Karen Kwiatkowski, Winni- 
peg, Manitoba: Variant Press, 2008, 256 
pages, paperback, $14.95. 


(a4 reat and good are seldom the 
G same man,’ Churchill once 
pointed out, and with con- 
siderable justification. Seldom if ever do 
men of overweening ambition and titanic 
acquisitiveness — the monarchs, empire- 
builders, military prodigies, and captains 
of finance and industry so beloved of the 
historians who write the narrative of civili- 
zation — embody the gentler virtues. Such 
men are, as a general rule, not the meek, 
the peacemakers, and poor in spirit who 
(we devoutly hope) will someday soon in- 
herit the Earth. 

Once in a very great while, however, 
great and good do converge in the same 
soul. Every so often, like Frank Capra’s 
fictional dark horse Senate appointee Jef- 
ferson Smith, some unassuming individ- 
ual is thrust into greatness by unexpected 
events. Such were Cincinnatus, Joan of 
Arc, and many of the Founding Fathers. 
Such, in our day, is Congressman Ron 
Paul. 

Not very long ago, Congressman Ron 
Paul was anything but a household word, 
except to those of us in an apparently 
shrinking minority of freedom’s partisans 
who had followed the career of Capitol 
Hill’s “Dr. No” for years. When he an- 
nounced his candidacy in the 2008 presi- 
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dential campaign, 
many of us who 
knew or knew of him 
were taken off guard 
by his meteoric rise 
to national promi- 
nence. The Ron Paul 
presidential campaign, 
though not a success in 
conventional political 
terms, was responsible 
for more “pinch me” 
moments than this author 
can recall. Who, prior to 
the “Ron Paul Revolu- 
tion,” would have seri- 
ously imagined witness- 

ing a discussion of Austrian economics 
and the causes of inflation on CNN or the 
Tonight Show? Who could have foreseen a 
presidential candidate making the case for 
a revival of the constitutionally mandated 
declaration of war? What soothsayer could 
have predicted an Internet-based presi- 
dential campaign that raised huge sums of 
money from ordinary donors, allowing the 
doctrines of free-market economics and 
constitutionally limited government power 
to be broadcast far and wide? Who could 
have foreseen the mass appeal of promises 
to abolish the Federal Reserve and retract 
the claws of the global American empire? 
Well, not this writer, anyway. 

With typical modesty, Congressman 
Paul himself believes that his ideas, not his 
persona, are the selling point. Freedom, he 
never tires of reminding audiences, is en- 
duringly popular. Yet history’s verdict on 


the popularity of 

freedom is ambiguous at best. The 
decline of personal liberty and the virtual 
abolition of constitutional limitations on 
government powers have not taken place 
in secret or without opposition. They have 
occurred, not because Americans have not 
resisted, but because they have not resisted 
enough. 

Now, however, something is stirring 
on the national political landscape, if the 
movement associated with the Ron Paul 
campaign is any indicator. Thousands of 
Americans, especially those in the twenty- 
something demographic, have been cured 
of political apathy by the electric impact 
of Dr. Paul’s message. 

Not a moment too soon, the first book- 
length biography of the good doctor, 
Ron Paul: A Life of Ideas, by Christo- 
pher Horner, Karen Kwiatkowski, and a 
host of other contributors, tells the back 
story of the man behind the revolution, a 
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best-selling book, and the Internet phe- 
nomenon. Although the biography has 
its editorial shortcomings (a font size and 
formatting reminiscent of a government 
document, for example), the book is a 
well-researched, intimate portrait of both 
the man and many of his most important 
ideas. Here can be found tautly written 
explanations of “Austrian” free-market 
economics (for those not conversant with 
the writings of von Mises and Rothbard), 
of the Constitution, of American military 
adventurism, and sundry other topics nec- 
essary to appreciate the basis for Dr. Paul’s 
“radical” ideas. 

In point of fact, there is nothing radi- 
cal about Dr. Paul but the timing of his 
birth. Like the Roman statesman Cato the 
Younger, he is a man born out of time, 
the embodiment of an old-fashioned 
work ethic and love of personal liberty 
completely consonant with 19th-century 
America and American party politics (at 
least, prior to the watershed 1896 elec- 
tions), but strangely out of sync with the 
arrogant statism now in vogue from sea to 
shining sea. 

Politicos of both major parties and their 
legions of hangers-on have always pro- 
fessed horror at Dr. Paul’s beliefs. That 
people can be trusted to spend their own 
money? Not to be thought of. That the 
free market is capable of regulating itself, 
including the type and amount of money 
available, without oodles of benign federal 
overseers to regulate, control, and restrict? 
Not on your life. That the Constitution — 
that outmoded scrap of paper — ought still 
to be the law of the land in every particular, 
and not merely when convenient? Please. 

Yet for decades, Ron Paul, a lone voice 
in the hostile Beltway wilderness, has 
unswervingly espoused these beliefs and 
many others like them. In the ’70s, the era 


when Keynesian (socialist) 
economics reached full frui- 
tion with the global abandon- 
ment of the gold standard, 
young Congressman Paul, 
the hard-money advocate, 
was met with derision. In 
the *80s, when the Great 
Economic Bubble began and 
a the Reagan rhetoric created 
an illusion of limited gov- 
ernment, Dr. Paul returned 
to his medical practice but 
made time to continue writing on liberty 
and also to run for president on the Liber- 
tarian Party ticket. In the ’90s, he returned 
to Congress, where he has remained en- 
sconced since 1996, despite determined 
efforts by Democrats and Republicans 
alike to unseat him. With the surprising 
prominence of his presidential campaign 
and an economic crisis that has fulfilled 
many of his dire warnings, Dr. Paul enjoys 
a newfound credibility among his political 
peers that may bode well for the future of 
the movement he helped to re-ignite. 

The new biography also furnishes 
many fascinating details about the private 
life and personality of a man known to 
most by his nerdy on-camera persona. He 
is shown as deeply human and prone to 
human failings. Here are detailed some of 
the rifts and fallings-out between Dr. Paul 
and erstwhile friends and supporters. One 
betrayal, a six-figure embezzlement by 
a trusted subordinate uncovered on 
the eve of the 1988 presiden- 
tial elections, threw 
his Libertarian 
Party candidacy 
into complete 
disarray and 
led to a criminal 
investigation and 
prosecution of one 
of his closest confi- 
dantes. Another, a bitter 
feud that persists to this 
day between Dr. Paul and 
one of his longest associates, 
began in a disagreement over 
the Iraq War; Congressman 
Paul refused to retain any 
staffer who supported the 
war, and the resulting rift 
made a genuine enemy out of a 
friend of many years. 


Here too is Ron Paul the all-American 
young man, a high-school track star and 
top-notch student who, after growing up 
and attending college in Pennsylvania, 
obtained a medical degree from Duke 
University Medical School and went on 
to deliver thousands of babies in his ad- 
opted state of Texas. On one occasion, 
he witnessed an abortion, and was so 
appalled at seeing the doctors throw the 
still-moving baby into the trash that he 
became a staunch opponent of abortion, 
a position he has never compromised, de- 
spite being at variance with many in the 
libertarian movement. 

In a time of Big Government ascendant, 
Congressman Ron Paul is ample reason 
to believe that America’s love affair with 
liberty is not over. With his dogged adher- 
ence to principle and personal incorrupt- 
ibility, Dr. Paul is a relic of a more civi- 
lized age, when men of character rather 
than charisma were elevated to promi- 
nence in public service. As one detractor 
noted during his presidential campaign, 
Dr. Paul would have made a great presi- 
dent in the 19th century. But if the Ron 
Paul Revolution has been any indication, 
the 21st century may see others of Dr. 
Paul’s ilk raised up to write the epitaph 
for the 20th century, the time when Big 
Government almost — but not quite — 
eradicated freedom and civilization. Hi 


Hard Times, 
Not Hard Hearts 


For the past seven years, the 13 employees 
of SLM Financial in Fayetteville, North 
Carolina, have staged their annual Christ- 
mas party for the residents of Falcon Chil- 
dren’s Home, a Christian home that cares 
for children who can no longer live with 
their families because of abuse, neglect, 
poverty, or the death of a parent. The SLM 
office supplies a gigantic dinner and gives 
each child an assortment of gifts, ranging 
from books to bikes to clothing. 

This year’s party was a smashing suc- 
cess, rivaling previous years’ parties. 
According to FayObserver.com, regular 
customers of SLM Financial, such as car 
dealers, donated profusely to the festivi- 
ties. SLM employees held a yard sale in 
November and raised $1,600 to buy gifts 
for the children. Medical professionals, 
solicited by SLM employees, bought and 
served pizza and cake at the celebration. 
The SLM workers inspired relatives to 
raise more than $1,400 and sponsor nine 
children; and friends and neighbors of the 
employees also sponsored children. All in 
all, the 13 SLM employees solicited dona- 
tions and personally raised enough funds 
to feed and buy gifts for 65 children! 

“Tm so excited,” said one teen as she 
jumped up and down after opening her 
gifts. “This is like the first Christmas I 
have ever had that has been good. I am 
just very happy. I don’t know what to say. 
I feel tears coming.” 

All this is well and good in itself; but 
what makes this year’s party even more 
heartwarming is that the 13 employees of 
SLM financial, who were responsible for 
this joy and generosity, had all lost their 
jobs less than a month earlier when their 
office abruptly closed. Rather than giving 
up their annual blessing to the children’s 
home, though, they chose instead to con- 
tinue it in spite of being unemployed. Mi- 
chele Ellis, the former district manager, 
wrote in an e-mail after the closing, “This 
hurts my heart like you just cannot imag- 
ine.” The hurt was not for herself, but for 
the Falcon children, as she wondered how 
they would be able to celebrate this Christ- 
mas. According to the Fayetteville Observ- 
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er, it was that e-mail that started the chain 
of generosity that blessed the children of 
Falcon Home. 


It’s All for Free 


On November 27, CNN honored their Top 
10 Heroes of 2008 during a star-studded 
gala presentation. Last month we profiled 
one of those 10, Tad Agoglia. Another 
so honored on Thanksgiving was David 
Puckett of Savannah, Georgia, along with 
his ministry, Positive Image Prosthetics 
and Orthotics (PIPO). 

CNN related that PIPO provides indi- 
gent, handicapped patients in Southeast 
Mexico’s Yucatan Peninsula and Chiapas 
region with no charge artificial limb and 
orthopedic brace care. 

According to connectsavannah.com, 
Puckett first visited the area on a missions 
trip when he was 18. Noticing the tremen- 
dous need for medical and physiological 
care, “I said to myself that if I ever get into 
a field where I can come back and help 
these people substantially, then that’s what 
Td like to do,” he told the news site on No- 
vember 25. “Ten years later I found myself 
in the field of prosthetics and orthotics, I 
got into my own practice in 1999 and I 
thought it was a perfect fit, having my own 
practice and being able to do the mission 
program.” 

The organization’s website, www.pipoinc 
.com, relates that since November 2000 
Puckett and PIPO have made 43 trips 
and provided prosthetics/orthotics for 
480 people, all free of charge. The team 
collects “pre-owned, donated limbs and 
braces ... ready for refurbishment, repair 
and replacement. We then utilize ... the 
components and proceed to ‘customize’ 
and fabricate new limbs and braces.... We 
travel to remote regions to provide help for 
the ‘poorest of the poor.’” 

Puckett told connectsavannah.com: 
“We give care to everybody that we see. 
The only people that I will turn away are 
those who I don’t see as a safe candidate, 
or people who show up driving a Mercedes 
or a Cadillac. We’re there for the poorest 
of the poor, we’re there to help the people 
who can’t afford to get care.” 

In addition to providing prosthetic care, 


Puckett and his team also provide cloth- 
ing, corrective orthopedic surgery, medi- 
cine and medical supplies, Bibles, food, 
and other basic living materials. So far, 
they’ve assisted over 1,300 people and 530 
families with their basic life-needs — and 
it’s all for free. 


What Goes Around 


Comes Around 


On November 3, 26-year-old Teodora Petro- 
va was working her first day at the MERS 
Goodwill Store in Glen Carbon, Illinois. As 
she was unpacking a box of donated shoes, 
she discovered stashed in the box $7,500 
in cash! Rather than pocketing the cash for 
herself, she promptly turned it over to the 
store’s manager. Never even considering 
keeping the bonanza for herself, Petrova 
told the Illinois Belleville News-Democrat, 
“T said, ‘It’s not my money.’ ” 

Goodwill immediately instigated a 
search for the owners of the accidentally 
donated cash and, through hints on scraps 
of paper left in the box, was able to lo- 
cate them. A family had been cleaning out 
the home of their deceased parents, and 
were astounded to learn of the money hid- 
den there. The money was returned to the 
rightful owners — but the story doesn’t 
end there. 

According to AP, on November 26 the 
Goodwill store received an envelope con- 
taining an anonymous check for $7,500. 
It’s doubtful that the amount is a coinci- 
dence. Some of Petrova’s coworkers be- 
lieve that someone heard about her hon- 
esty, and that inspired them to the act of 
“good will.” 

The check was traced to an account- 
ing firm, who had sent it on behalf of an 
anonymous client. 

Both Petrova’s act of honesty and the 
anonymous donor’s gift have not gone 
unnoticed. The store’s manager, Cissy Al- 
tevogt, told the Democrat, “It just makes 
you believe in really good things all over 
again. You can’t help it. It gives you the 
warm and fuzzy feeling that people really 
do care. And one story can affect several 
lives.” Hi 

— LIANA STANLEY 
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Statues of Karl Marx 
and Friedrich Engels 


by Michael E. Telzrow 


6G he free market for all intents 
and purposes is dead in Amer- 
ica,” said Sen. Jim Bunning 
(R-Ky.). “The action proposed today by 
the Treasury Department will take away 
the free market and institute socialism in 
America.” Senator Bunning’s comments, 
made in the wake of the bank bailout, and 
followed by the election of a president 
who has openly advocated redistribution 
of wealth, should make Americans pause, 
for the formerly unthinkable is upon us. 
Socialism, the Utopian economic and 
political system that promises equality, 
prosperity, and universal peace through 
the workings of a collectivist state, has re- 
peatedly been exposed as a colossal fail- 
ure. Its history, marked by failed societies 
and brutal dictatorships, is quite literally 
littered with the bodies of millions of in- 
nocents, and yet in the United States we 
stand on the brink of a socialist abyss, the 
edge of which looms ever closer as time 
passes. The conflict between individual 
and collective rights rages on, but despite 
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* Socialism s 
roken Promises 


Even in the United States, the Utopian economic and political 
system known as socialism remains attractive to those who are 
not familiar with its track record of broken promises. 


socialism’s historical failures, it remains 
attractive to those vulnerable to its false 
promises of egalitarianism and economic 
equality. Instead of being relegated to its 
own proverbial “dustbin of history,” it con- 
tinues to entice well after its failures and 
crimes have been laid bare for all to see. 


Socialism/Communism 

Socialism and its twin partner communism 
cannot be separated, and in fact socialism 
has its modern roots in the Communist 
Manifesto. It was there that Karl Marx and 
Friedrich Engels laid the blueprint for a 
type of socialism that called for total social 
change and class warfare. “Let the ruling 
classes tremble at a communist revolution. 
The proletarians [laborers] have nothing to 
lose but their chains. They have the world 
to win,” wrote the two socialist revolution- 
aries in 1848. They promised the world to 
laborers; they would take the property 
from capitalists (whom they call bourgeoi- 
sie) for the benefit of laborers: “The dis- 
tinguishing feature of communism is not 
the abolition of property generally, but the 
abolition of bourgeois property.... In this 


sense, the theory of the Com- 
munists may be summed up in 
the single sentence: Abolition of 
private property.” 

They claimed that laborers 
were held down by capitalists, 
that only capitalists benefited 
from capitalism, and that com- 
munism would literally stop the 
buying and selling of goods and 
allot everyone an equal amount: 
“In communist society, accu- 
mulated labor is but a means to 
widen, to enrich, to promote the 
existence of the laborer.... Com- 
munism deprives no man of the 
power to appropriate the prod- 
ucts of society; all that it does is 
to deprive him of the power to 
subjugate the labor of others by 
means of such appropriations.” 
In truth, the working classes had 
much to lose under socialism, 
and for later generations the 

shackles of communism would 
weigh heavy; for in practice, a 
central person or group had to 
control the redistribution of the 
wealth, and under communism 
power was concentrated for the 
benefit of the few at the controls — at the 
expense of the masses, no matter the harm 
and the suffering visited upon the masses. 

In a later preface to the 1888 edition of 
the Manifesto, Engels made it clear that 
various socialist Utopian systems of the 
mid-19th century and earlier were dead 
and had been replaced by a “crude, rough 
hewn, purely instinctive sort of commu- 
nism.” This was the model that would usher 
in the Russian Revolution and set the stage 
for a class of 20th-century societies that 
featured two distinctive qualities: political 
dominance by a revolutionary party, and 
nationalization of the means of produc- 
tion coupled with the transfer of personal 
property to the state. Although it cannot 
be said that all socialist countries are com- 
munist, it is safe to say that all communist 
countries are socialist, and in the case of 
Venezuela, we see a socialist state moving 
along a trajectory that will ultimately end 
in a classic communist state. 

At the very least, all of the socialist so- 
cieties that came into being after the 1917 
Bolshevik Revolution necessarily reflect 
some basic characteristics of the Soviet 
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model — central control and coercion. 
In Russia the cruelties endured under the 
Tsar, which were to be replaced by equal- 
ity and welfare, were merely replaced by 
a more brutal hierarchy and an economic 
system that crushed individual enterprise 
and guaranteed a dysfunctional economy. 
Worse, those groups that had fared well 
during the monarchy ultimately lost every- 
thing. Lenin’s classless system required 
the collectivization of farms, and the Ku- 
laks, those independent farmers who had 
managed to retain control of their property, 
were ruthlessly targeted between 1930 and 
1932 for extermination. Resisters were 
shot or deported to Siberia or the northern 
forests where they endured forced labor. 

The great Ukrainian famine of 1932-33 
was the result of the Soviet state confis- 
cating food and literally starving the rural 
population into submission. In the end six 
million died. The false promise of a uto- 
pian classless society free from oppression 
meant death and misery for millions of 
Russian Ukrainians, as it did for millions 
of others who died at the hands of 20th- 
century communist regimes. 

From the very beginning of the social- 
ist experiment in 1917, millions have been 
ushered to their deaths by brutal com- 
munist regimes intent on consolidating 
power. Those who doubt early communist 
motives need only consider Lenin’s ac- 
tions. His bid to “build socialism” was the 
motivation behind the reign of terror that 
historian Stéphane Courtois, the editor of 
The Black Book of Communism, charac- 
terized as the “utopian will to apply to 
society a doctrine totally out of step with 
reality.” It is the essential fallacy of so- 
cialism, its inability to deliver the goods, 
its inherent imperfection, that inevitably 
moves its architects along a path of in- 
creasing state control, and in the case of 
communism results in extreme brutality. 
In 1920, Leon Trotsky, who rose to a level 
of power in the new Soviet state just below 
that of Vladimir Lenin, claimed, “Dicta- 
torship is necessary because this is a case 


Lenin and Trotsky: Architects of “The Red 
Terror,” Vladimir Illich Lenin and Leon Trotsky 
pose for the camera at a Red Square parade 
in 1919. Their actions launched a culture of 
terror in the name of socialism that ultimately 
claimed more than 20 million deaths in the 
U.S.S.R. before its collapse. 
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not of partial changes, but of 
the very existence of the bour- 
geoisie. No agreement is pos- 
sible on this basis. Only force 
can be the deciding factor... 
Whoever aims at the end can- 
not reject the means.” As the 
original architect of the first 
socialist state, Lenin, and his 
successors, never shrank from 
employing brutality to ensure 
the survival of their socialist 
Utopia. 

The totalitarian dimension of commu- 
nist socialism has its roots in the belief 
that all aspects of society had to be trans- 
formed. Class warfare and the extermina- 
tion of “enemies of the state” were con- 
stant characteristics of the Soviet state’s 
progeny — China, North Korea, Cuba, etc. 
It was not sufficient to merely defeat the 
enemy. Whether it was the Kulaks, peas- 
ants unable to pay their taxes, or the in- 
telligentsia, extermination awaited them 
all. In his Defense of Terrorism, Trotsky 
wrote of the need to eliminate the tena- 
cious bourgeoisie, “We are forced to tear 
off this class and chop it away. The Red 
Terror is a weapon used against a class 
that, despite being doomed to destruction, 
does not wish to perish.” Trotsky’s social- 
ist doctrine of terror was so ingrained in 
the minds of party members that it provid- 
ed justification for the enormous crimes 
perpetrated during Stalin’s regime. One 


It is the essential fallacy of socialism, its 
inability to deliver the goods, its inherent 
imperfection, that inevitably moves its 
architects along a path of increasing state 
control, and in the case of communism 
results in extreme brutality. 


former party member, a gulag detainee 
herself, wrote, “The truth is that all of us, 
including the leaders directly under Stalin, 
saw these crimes as the opposite of what 
they were. We believed that they were im- 
portant contributions to the victory of so- 
cialism.” 

In 1971, the U.S. Senate Subcommit- 
tee on Internal Security released a study 
entitled The Human Cost of Communism 
in China. The report estimated the deaths 
attributed to the communists in China, at 
that time, to be between 34 and 64 million 
people. In the Soviet Union, deaths were 
estimated between 35 and 45 million. 

And so it was with subsequent social- 
ist revolutions, whether it was the execu- 
tion and deportation of the Cuban “bour- 
geoisie” by Castro, or the extermination 
or re-education of the Cambodian urban 
population from 1975 to 1978, or the 
ongoing incremental destruction of the 
North Korean population by Kim Jong-Il. 


Ukraine famine: Survivors of the great Ukrainian famine, these farmers pose for 
four million of their countrymen perished during Stalin’s collectivist assault. Outside of the Ukraine, another 
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two million died and nearly 40 million were affected by Stalin’s manufactured famine. 


Socialism remains a system predisposed 
to a profound brutality, and one that inevi- 
tably fails to deliver a promised peaceful 
paradise. 


Willing to Be Duped 


Americans and Europeans are unlikely to 
face a communist reign of terror on the 
road to socialism, meaning that they are 
vulnerable to socialism’s siren call, and its 
tempting promises — whether the prom- 
ises are meaningful or not. And once ac- 
cepted it becomes very difficult to raise a 
voice against the monster and its crimes. 
Quoted in The Black Book of Communism, 
Bulgarian philosopher Tzvetan Todorov 
lays out the paradox that faces those that 
voluntarily accept the inevitable servitude 
that comes with socialism: 


A citizen of a Western democracy 
fondly imagines that totalitarianism 
lies utterly beyond the pale of normal 
human aspirations. And yet, totali- 
tarianism could never have survived 
so long had it not been able to draw 
so many people into its fold. There 
is something else — it is a formida- 
bly efficient machine. Communist 
ideology offers an idealized model 
for society and exhorts us toward 
it. The desire to change the world 
in the name of an ideal, is after all, 
an essential characteristic of human 
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identity.... Furthermore, Communist 
society strips the individual of his 
responsibilities. It is always “some- 
body else” who makes the decisions. 
Remember, individual responsibility 
can feel like a crushing burden.... The 
attraction of a totalitarian system, 
which has had a powerful allure for 
many, has its roots in a fear of free- 
dom and responsibility. 


The “fear of freedom and responsibility,” 
of which Todorov writes, explains the es- 
tablishment of redistributive bureaucracies 
on the European continent and the increas- 
ing shift toward socialism, both corporate 
and individual, in the United States. The 
presidential election of a candidate who 
has made known his redistributive tenden- 
cies points the needle significantly closer 
to a full-blown socialist state in which in- 
dividual responsibility is obliterated and 
replaced with the loss of liberty and per- 
sonal property. 

Redistribution as opposed to a market 
system is the raison d’etre of the socialist 
system. In the perfect socialist system ev- 
eryone works, and the wealth produced is 
ultimately redistributed as welfare, based 
upon Karl Marx’s famous dictum, “From 
each according to his abilities, to each 
according to his needs.” A true socialist 
system relies upon a planned economy in 
which the centralized government controls 


a photograph one year after 


the productive resources. In the 
end, at least in theory, no one 
gets rich, but no one wants for 
anything. In reality, however, it 
works quite differently. Social- 
ist bureaucracies with heavily 
planned economies lead to short- 
ages and inequality. In planned 
economies it is impossible to 
purchase materials on an open 
market, so their availability de- 
pends upon the plan and central 
distribution. Such likely draw- 
backs were pointed out even 
before 1848, causing Marx and 
Engels to try to defend the phi- 
losophy of communism against 
its critics: 
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It has been objected that 
upon the abolition of private 
property, all work will cease, 
and universal laziness will 
overtake us. 

According to this, bourgeois soci- 
ety ought long ago to have gone to 
the dogs through sheer idleness; for 
those who acquire anything, do not 
work. The whole of this objection 
is but another expression of the tau- 
tology: There can no longer be any 
wage labor when there is no longer 
any capital. 

All objections urged against the 
communistic mode of producing 
and appropriating material products, 
have, in the same way, been urged 
against the communistic mode of 
producing and appropriating intel- 
lectual products. 


But the accusations proved accurate — 
Marx and Engels wrong. In Stalin’s 1930s 
Soviet state, Russians lived with the conse- 
quences of a planned economy on a daily 
basis. Food scarcity was a constant threat 
to survival. Stalin’s collectivization of the 
farms and his emphasis on building heavy 
industry nearly killed Soviet agriculture. 
The survivors of collectivization fled to 
the urban centers and emptied the food 
shelves. The Soviet state responded by es- 
tablishing a network of closed distribution 
shops (open to particular groups only), and 
implementing a hated rationing system. 
Black-market activity grew and remained 
a fixture of Russian culture for 50 years. 
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Collectivism is unsustainable. It is a mi- 
rage that promises liberation and equality 
to the worker, but in the end delivers nei- 
ther. Without the profit motive — the right 
to keep the fruits of your labor and ingenu- 
ity — the economy stagnates and dies. 

Party leaders understood this, but they 
kept up the charade and allowed a second 
economy to develop and even legalized it 
in some cases. Food production on small 
plots, off-hours construction, typing, all 
of these and more were at times tolerated 
and at other times prohibited. Sometimes 
it took the form of an official government 
act that introduced limited market mecha- 
nisms and incentives. After 1968, Hungary 
experienced a tremendous growth in its 
“second economy,” and likewise in Cuba 
after Castro’s 1986 “Rectification.” Eco- 
nomic reforms that introduced elements 
of a market economy ultimately spelled 
the end of the classic socialist Soviet- 
bloc hegemony. Even a die-hard socialist 
knows when the economic game is up. In 
the end a voluntary exchange of goods 
and services guided by a market-oriented 
economy with protection of personal prop- 
erty is always more successful than alloca- 
tion determined by politicians and party 
members. 

Socialism does not work even when the 
intent of those in control is to make it work. 
But it must not be overlooked that social- 
ism is ultimately about controlling the 
wealth, as opposed to sharing the wealth. 
A government that is powerful enough to 
give the people everything they want — 
“free” education, healthcare, housing, etc. 
— by taking from some in order to give 
to others, is also powerful enough to take 
everything the people have for the benefit 
of the few in control. Dictators from Lenin 
to Hitler surely understood this, and for 
them the false promises of socialism were 
simply bait intended to capture the sup- 
port of the uninformed and misinformed 
masses. 


Enacting Cultural Reform 

But while the lure of redistribution and its 
promised benefits is critical to the social- 
ist strategy, it cannot completely explain 
its allure. Social engineering plays as im- 
portant a role. The idealism that Todorov 
speaks of finds its home in socialism, for 
what better way to implement sweeping 
social changes than through the totalitar- 
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ian nature of socialism and the sur- 
render of liberty that goes with it. A 
constant characteristic of all social- 
ist societies is the implementation of 
projects designed to intervene in all 
facets of life in order to gain control 
in the name of brotherhood. 

The promise of equality often 
fails to extend to established reli- 
gions, which often face constraints 
that impinge upon their ability to de- 
liver traditional messages. Religion 
is usually attacked, and if tolerated 
is replaced with a “socialized” version in 
which the state message is paramount. Re- 
ligious rituals are replaced with state ritu- 
als designed to inculcate socialist ideals, 
or to increase a secularist outlook. 

During the summer of 2008, Fr. Al- 
phonse de Valk, a Catholic priest living in 
Canada, was brought up on allegations of 
violating Section 13 of Canada’s Human 
Rights Act — the now-infamous “hate act” 
clause that dogged columnist Mark Steyn 
for his alleged crime of exposing Mus- 
lims to “hatred and contempt.” Macleans 
had earlier featured an excerpt of Steyn’s 
book American Alone, in which he posits 
that the West’s plummeting birth rate will 
result in an increasingly Muslim Europe, 
given the latter’s higher rate of birth and 
immigration. He was subsequently 
hauled before a British Columbia 
Human Rights Tribunal. Steyn and 
Macleans were eventually cleared | 
of wrongdoing, but the whole affair 
points to what can happen when 
socialist tendencies creep into a 
democracy. Likewise, for simply 
defending the Church’s teaching 
on same-sex “marriage,” Fr. de 
Valk faced similar charges and a 
trip to the tribunal, which bears a 
striking resemblance to Stalinist- 
era kangaroo courts, only without 
the dreaded efficiency. 

Free speech is always the first 
thing to go in a socialist society 
bent upon implementing its ideals. 
Soviet Russia maintained complete 


Pravda: Whether through intimidation 
or law, free speech is always abolished 
in communist socialist states. As the 
official state organ, Pravda espoused 
the Communist Party line. Ironically, 
“pravda” means “truth.” 
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Collectivism is unsustainable. It is a 
mirage that promises liberation and 
equality to the worker, but in the end 
delivers neither. Without the profit 
motive — the right to keep the 
fruits of your labor and ingenuity — 
the economy stagnates and dies. 


control of the press with various state or- 
gans, including Pravda and Izvestia. These 
state-controlled publications were manda- 
tory reading for party members, and trans- 
mitted the party line and ensured compli- 
ance from the 1920s until the dissolution 
of the Soviet Union in 1991. From there it 
is but a short journey to total oppression. 
The much-talked-about ideal of brother- 
hood in the socialist context can never be 
implemented because compulsion kills the 
very notion of brotherhood. It cannot be 
achieved by social engineering, by the sup- 
pression of truth and the destruction of free 
speech. Rather it is the path to tyranny. 


Socialism Tried and Found Wanting 


Today’s promise of “soft” socialism, al- 
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Launching a second “New Deal,” President Lyndon B. Johnson signs into law the 1965 Medicare 
bill. Like most socialist experiments, Johnson’s attempt to eradicate poverty failed to deliver the much 


anticipated “Great Society.” 


though free from the shackles of a planned 
economy and the brutal tyranny of Soviet- 
era Russia, nevertheless imitates some of 
the flaws of classic socialism, and prom- 
ises as much. The belief that the govern- 
ment can solve basic economic and soci- 
etal problems has given rise to programs 
like socialized medicine, Social Security, 
reparations, and welfare — all promising 
to free us from the vicissitudes of life in 
exchange for our freedom. But they are 
doomed to failure because like all social- 
ist programs, they ignore the fundamental 
principles of human behavior, including 
certain natural inequalities. 

One needs to look no further than Presi- 
dent Lyndon Johnson’s attempt to create 
the Great Society through a series of so- 
cialist reforms during the 1960s for an ex- 
ample of the failed promises of socialism 
in the United States. Johnson shared much 
with perhaps the greatest U.S. progressive 
social reformer, Franklin D. Roosevelt, 
for each saw the government as the tool 
to build a vast commonwealth based on 
their own economic and redistributive 
objectives. 

Johnson ushered in an array of social- 
ist programs designed to reduce poverty, 
increase access to medical services, and 
improve education, among other things. 
Federal aid was augmented by an aggres- 
sive system of grant-in-aid to states in 
order to meet goals. Grant-in-aid outlays 
nearly doubled between 1964 and 1968. 
In fact, more grant programs (210) were 
launched during Johnson’s administration 
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than all of the years dating back to the first 
grant enactment in 1879. As the numbers 
increased so did the range of programs. 
New programs like Medicaid, and urban 
renewal programs like Model Cities, ex- 
panded the liberal socialist agenda beyond 
the boundaries of the traditional agenda. In 
the end some programs like Model Cities 
were unmitigated failures, and the cost of 
the programs and their questionable levels 
of success overwhelmed Americans. 
According to Charles Murray, author 
of Losing Ground, Johnson’s Great So- 
ciety was an unmitigated failure. Murray 
posits that if trends that had begun dur- 
ing the Eisenhower years were allowed to 
continue, America would have witnessed 
significant progress in reducing poverty. 
But because of Johnson’s programs, they 
were not allowed to continue; hence, the 
numbers of those living in poverty, de- 
spite the availability of federal and state 
assistance, remained relatively unchanged. 
Murray writes that by 1980, the poor were 
substantially worse off than before the be- 
ginning of the Great Society experiment: 


The unadorned statistic gives pause. 
In 1968, when Lyndon Johnson left 
office, 13 percent of Americans were 
poor, using the official definition. 
Over the next twelve years, our ex- 
penditures on social welfare quadru- 
pled. And, in 1980, the percentage of 
poor Americans was — 13 percent. 


Why did Johnson’s socialist experiment 


fail despite an increase in social 
welfare costs that increased by 20 
times from 1950 to 1980? Like all 
aspects of socialism, Johnson’s 
anti-poverty programs removed 
personal responsibility and status 
rewards from the equation. Status is 
a reward that society bestows upon 
its citizens for leading satisfactory 
lives. In the United States, status is 
not immutable. Even those at the 
bottom of society’s ladder can en- 
vision a day in which they move up. 
Put simply, Johnson’s expansion of 
the welfare state discouraged be- 
haviors that formerly engendered 
an escape from poverty. Incentive 
was removed and, worse yet, status 
was withdrawn from working-class 
families at the lower end, who were 
told that the system was to blame for their 
inability to move up the ladder of success. 
So the promise of an escape from poverty 
or lower class status became yet another 
failed promise of the socialist dream. The 
incentive to achieve and compete was de- 
stroyed and, despite the billions of dollars 
thrown at it, poverty remained a constant 
fact. 

All the socialist economies are failures 
at some level: 

¢ Mengitsu’s communist regime in Ethi- 
opia was defeated in 1991 after the Soviet 
Union failed to provide aid during an 
anti-communist insurrection. His rule was 
typically communist/socialist — state-im- 
posed famine, deportations, brutality, etc. 

¢ France has constant labor upheaval, 
absurd cradle-to-grave benefits, and the 
looming inability to pay for it all except 
through increased immigration from 
North African countries that are culturally 
hostile to France. 

¢ Germany’s healthcare interventions 
have led it to try to save money by limiting 
the salaries of doctors. Doctors are fleeing 
the country en masse, leaving Germany 
with a serious shortage. 

Socialism saps incentive, destroys free- 
dom, and leads to tyranny. Yet it continues 
to promise a Utopia to many despite the 
fact that every socialist experiment has 
ended badly from an economic and moral 
standpoint. It promises everything from 
the abolition of poverty to the destruction 
of bigotry and inequality. But it has never 
delivered. 
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Virtue is a choice. 
Make it a habit. 


Virtue e the moral excellence 
evident in my life as I consistently 
do what is right 


Putting Character First!° 


EXERCISING THE RIGHT 


Tale of Two Men 


Plaxico Burress and Francis Lewis, two 
prominent residents of the state of New 
York, lived three centuries apart. Burress 
is a New York Giants football player, and 
he was the star of football’s Superbowl] 
XLIL catching the winning touchdown for 
the Giants against the New England Patri- 
ots last year. Lewis was one of our Found- 
ing Fathers, a signer of the United States 
Declaration of Independence and a con- 
gressional representative. In many ways 
the two men are very different. Yet both 
surprisingly share several common threads 
beyond somewhat unusual names. 

For example, both had very modest be- 
ginnings. Francis Lewis was born in Wales 
in 1713, and orphaned early in life. Ris- 
ing above his circumstances, he became 
a successful merchant. Even though ship- 
wrecked twice off the Irish Coast, Lewis 
survived and succeeded in foreign trade, 
traveling much of the world by sea. In 
the New World, while serving England in 
the war with the French and Indians, he 
was captured by General Montcalm, who 
violated a surrender agreement and turned 
him over to the Indians to torture and kill. 
He survived by skillful negotiation in 
Welsh, a language providentially similar 
to the Indians’ dialect. 

Burress was born in Virginia into a sin- 
gle-parent home and never met his absen- 
tee father until he was 21. When his mom 
died when he was 24, he undertook the re- 
sponsibility of taking care of his younger 
brothers, Ricardo and Carlos, while living 
with five of his childhood friends — all of 
whom are now dead or in jail. 

Burress attended Michigan State, where 
he excelled as a football player, and en- 
tered professional football with the Pitts- 
burgh Steelers in Pennsylvania in the 2000 
NFL draft. He became a starter in 2001. 
He had subsequent legal encounters with 
tax authorities while living in Pennsylva- 
nia and Florida, but those did not result 
in any convictions. Certainly a flamboy- 
ant and vocal player, he quit the Steelers 
after a disappointing season in January 
2005 and signed a contract in March of 
that year with the New York Giants. It is 
here he found his greatest moments in Su- 
perbow! XLII. 


40 


“.. the right of the people to keep and bear Arms, shall not be infringed.” 
oa OME, 


Both men came to New York from 
elsewhere, yet resided in the state during 
the performance of their most prominent 
deeds. Additionally, both experienced deep 
personal problems in the Empire State. In 
1775, during the War for Independence, 
Lewis’ home on Long Island was plun- 
dered by a party of British soldiers. His 
extensive library was destroyed, and his 
wife was taken prisoner. She was closely 
confined in horrible conditions for months, 
without a bed or change of clothes. Her 
confinement destroyed her health, and she 
died about a year later. Lewis’ later life 
was spent in poverty, his fortune sacrificed 
in his patriotism. 

Burress’ current troubles began when 
he imprudently handled a 9mm handgun 
while seated in a New York nightclub. 
This resulted in an accidental discharge, 
striking Burress in the thigh. No one else 
was hurt. A friend and fellow player, line- 
backer Antonio Pierce, transported him to 
a hospital where a team doctor treated his 
wound. Subsequently, Burress was sus- 
pended from the Giants and was charged 
with “possession of an illegal firearm.” 
Burress gained substantial public attention 
because of the firearms incident. 

Likewise, Lewis gained much public 
attention because of firearms. Lewis pur- 
chased provisions and clothing for the 
Continental Army and imported military 
stores, particularly arms and ammunition 
to New York. His commercial experience 
enabled him to render many valuable ser- 
vices to his new country. 

There the similarities end. The contrast 
between how each man was treated by 
the city of New York for essentially doing 
the same thing, providing arms in case of 
trouble, could not be more striking. Lewis 
had a high school and a street named after 
him — Francis Lewis Boulevard, a main 
thoroughfare. Burress is looking at a pos- 
sible prison sentence of 3! to 15 years, 
though there is no evidence that Burress is 
a convicted felon or hardened criminal, or 
a dangerous citizen deserving of punish- 
ment beyond the grief already suffered in 
the accident that has brought him low. 

Their treatment signifies a glaring 
change in Americans’ understanding of 
liberty. Though there were many incidents 


that led to the War for Independence, the 
flash point came with the clear intention 
of the British government and military to 
seize powder, cannon, and shot from pri- 
vate storehouses at Lexington and Concord 
— to remove from the people the ability to 
defend themselves. 

The reality is that Francis Lewis became 
a national hero in New York for using his 
skills in furthering armed resistance to tyr- 
anny, specifically, the effective purchase 
and distribution of firearms in the name of 
liberty. Burress, owing to an unfortunate 
accident with a firearm he possessed for 
self-protection, faces imprisonment under 
the current laws of the State of New York 
— laws that clearly ignore the safeguards 
of the Second Amendment — for the 
simple possession of what an AP writer 
and New York law describe as an “illegal 
firearm.” 

I wonder what Francis Lewis would 
say? Or for that matter, any of our found- 
ing heroes: Patrick Henry, George Wash- 
ington, or Samuel Adams? I wonder if the 
concept of an “illegal firearm” would not 
bring to their minds the intended tyranny 
that caused them to take up their own 
arms? 

Not one of Burress’ teammates; the 
commentators; the team’s owners, man- 
agers, or spokesmen; or anyone else seem 
to find any issue with the basic uncon- 
stitutionality of the law involved. All the 
criticism is leveled at Burress. The idea 
that government has the power to totally 
disarm American citizens and remove any 
individual’s ability to defend himself and 
his property has become so entrenched as 
to become assumptive. 

Burress’ season is ended, his reputation 
is further damaged, and his health im- 
paired. He will lose an estimated $800,000 
to $1.8 million as a result of the accident 
and his subsequent suspension, not to men- 
tion future earnings. That’s quite a fine for 
an accidental discharge that harmed only 
Burress. But the larger question is the one 
of freedom and the Bill of Rights. Is Bur- 
ress less deserving of constitutional guar- 
antees of liberty than Francis Lewis? And 
has American liberty begun to disappear 
forever? Ml 

— ALAN SCHOLL 
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Bad Economics & Medicine 
IrEm: In an article entitled “5 Myths 
About Our Ailing Health-Care System” 
in the Washington Post for November 
23, 2008, Shannon Brownlee and Ezekiel 
Emanuel write that the United States lags 
behind “many developed countries on vir- 
tually every health statistic you can name. 
Life expectancy at birth? We rank near the 
bottom of countries in the Organization 
for Economic Cooperation and Develop- 
ment, just ahead of Cuba and way behind 
Japan, France, Italy, Sweden and Canada, 
countries whose governments (gasp!) pay 
for the lion’s share of health care.” 
ITEM: Writing in the New York Times 
for December 4, MIT Professor Jonathan 
Gruber claims that “health care reform is 
good for our economy. As the country slips 
into what is possibly the worst downturn 
since the Depression, nearly all experts 
agree that Washington should stimulate 
demand with new spending. And one of the 
most effective ways to spend would be to 
give states money to enroll more people in 
Medicaid and the State Children’s Health 
Insurance Plan. This would free up state 
money for rebuilding roads and bridges 
and other public works projects — spend- 
ing that could create jobs.” 

“Health care reform can be an engine 


More bureaucracy please: Former 
Senator Tom Daschle addresses the 
2008 Democratic National Convention 

in Denver. Daschle, who has accepted 
President-elect Obama’s offer to be 
Secretary of Health and Human Services, 
has stated that he favors establishing a 
National Health Board modeled after the 
Federal Reserve Board. 
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of job growth in other ways, too. Most 
proposals call for investments in health in- 
formation technology, including the com- 
puterization of patient medical records.... 
More immediately, it would create jobs in 
the technology sector.” 

CORRECTION: Many so-called experts 
may say a nation can spend itself rich, 
but that doesn’t make it so, whether the 
expenditures are made in the healthcare 
field or in building pyramids. As with 
most public-spending schemes, the jobs 
“created” are visible; the ones lost and 
economic damage done are not so obvi- 
ous. Government programs are funded in 
several ways, including taxing individuals 
and businesses, giving them less to spend 
on their own choices; borrowing money, 
thus increasing deficit spending and the 
National Debt; and running off more print- 
ing-press money, which worsens inflation 
and drives down the value of the currency. 
Professor Gruber, quoted above, is one of 
the “experts” who is pushing this insidious 
notion. The New York Times somehow for- 
got to tell readers that he was an economic 
adviser to Sen. Hillary Clinton and sup- 
ported her “universal coverage” designs. 
His piece was called “Medicine for the Job 
Market,” no doubt because “Selling Snake 
Oil to the Masses” would have been a bit 
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longer and had the benefit of accuracy. 

In the meantime, former South Dakota 
Senator Tom Daschle, President-elect 
Obama’s point man on healthcare, has said 
the new administration’s priorities in this 
will be “expanding insurance coverage, as 
well as reducing costs and improving qual- 
ity.” Walking on water will apparently take 
a bit longer. The various plans that have 
been advanced by the Democrats, including 
strategies by Obama, Daschle, and Mon- 
tana Senator Max Baucus, all involve the 
creation of a new public entity, variously 
called a national board, council, or institute, 
that will make the decisions that otherwise 
might be made by doctors and those of us 
on the plantation who might prefer not to 
have such choices made by bureaucrats. 

Daschle, for instance, would establish 
a National Health Board that would be 
modeled on the Federal Reserve Board. 
The politically appointed experts on this 
board would be, the senator has said, “in- 
sulated from politics.” It is beyond naive to 
expect that hundreds of billions in public 
expenditures are going to be spent without 
political considerations. 

Yet, the idea that government funding 
can occur without government controls is 
still trotted out as a selling point, though 
it does not fit with experience or common 
sense. Indeed, it would be irresponsible 
for the government to spend such monies 
without oversight. 

And claims that the United States needs 
government to fix a flawed private health- 
care system ignore government’s influ- 
ence on the healthcare system. Socialized 
medicine is not just a potential route for 
the medical-care field in the United States: 
we are presently quite a way down that 
dangerous path. The federal government 
already subsidizes healthcare to a fare- 
thee-well. Chris Brown, a lecturer at the 
Australian Graduate School of Entrepre- 
neurship at Swinburne University, has 
pointed out in an article for the Ludwig 
von Mises Institute that “government ac- 
counted for over 45% of all U.S. health- 
care expenditures in 2006; it spends al- 
most 20% of GDP on healthcare; indeed, 
it spends more per capita than any other” 
nation in the Organization for Economic 
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Cooperation and Development (OECD), 
which includes “those with socialist, gov- 
ernment-funded healthcare. In short, this 
is not a free market.” 

The infant-mortality figures cited in the 
Washington Post piece above are often 
trotted out to prove how the “free” mar- 
ket doesn’t work as well as those econo- 
mies where healthcare is socialized. The 
statistics are very misleading, which is 
no accident. Writing in National Review 
in 2007, Ramesh Ponnuru clarified such 
claims: “The advocates of national health 
insurance argue that America spends more 
than any other country on health care and 
that we still have a higher infant-mortality 
rate and a lower life expectancy than other 
developed nations. Both factual points are 
correct. But the infant-mortality rates are 
misleading. In this country, a premature de- 
livery followed by death would be counted 
toward the infant-mortality rate; not so in 
some other countries. And whatever we 
think of our health-care system, it is not 
to blame for the fact that America has a 
lot of car wrecks and homicides. When 
health economists Robert Ohsfeldt and 
John Schneider adjusted for these factors, 
the U.S. had the highest life expectancy of 
any developed country.” 

David Gratzer, a Canadian-born doctor 
who used to believe in socialized medicine, 
saw its many weaknesses firsthand and has 
exposed them. As he noted in City Jour- 
nal in its Summer 2007 issue, the United 
States may lag behind other countries in 
some “crude health outcomes.” However, 
as Gratzer explains, 


Such outcomes reflect a mosaic of 
factors, such as diet, lifestyle, drug 
use, and cultural values. It pains me 
as a doctor to say this, but health care 
is just one factor in health... 

And if we measure a health-care 
system by how well it serves its sick 
citizens, American medicine excels. 
Five-year cancer survival rates bear 
this out. For leukemia, the American 
survival rate is almost 50 percent; 
the European rate is just 35 percent. 
Esophageal carcinoma: 12 percent 
in the United States, 6 percent in 
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Europe. The survival rate 
for prostate cancer is 81.2 
percent here, yet 61.7 per- 
cent in France and down to 
44.3 percent in England — 
a striking variation. 


Many healthcare problems 
here result because of govern- 
ment meddling, not because 
government hasn’t intruded 
enough. Chris Brown lists 
just “a few of myriad gov- 
ernment and other regulatory 
programs that keep prices 
high and stifle innovation: 
the Center for Disease Con- 
trol and Prevention, the Food 
and Drug Administration, 
the American Medical As- 
sociation, the United States 
Department of Health and 
Human Services, etc. One 
reason healthcare costs are so 
high is because the industry 
is subsidized; and one reason government 
intervention only grows is because you can 
expect more of anything that is subsidized. 
Doctors and physicians raise their prices 
on those paying privately to cover those 
who do not pay, i.e., those the government 
pays for through theft, a.k.a. taxes.” 

The nation’s economy is in dire straits 
from too much spending and too much 
regulation. Yet that has not stopped those 
with ultimate chutzpah from asserting that 
the way to get out of a hole is to dig our- 
selves in deeper. One difficulty is that when 
healthcare spending becomes overwhelm- 
ing, cost containment is going to be accom- 
plished through rationing (although euphe- 
misms will be used to disguise that). Current 
health “entitlements” are about 4 percent of 
Gross Domestic Product, and headed to 15 
percent by 2062, according to government 
projections. That is unsustainable. 

Medicare is already the third-largest 
government program in the budget, behind 
only Social Security and military spend- 
ing. The Medicare Trustees’ Annual Re- 
port released in 2008 projects Medicare’s 
excess costs to be $85.6 trillion, a stagger- 
ing figure equivalent to about six times the 
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When Medicare doesn’t care: Emmett Curran of Lynn, 
Massachusetts, displays various medications that have 

been prescribed for him. One of the prescriptions is for the 
cholesterol medication Lipitor, which his new insurer under 
Medicare refused to cover. Since Lipitor has no low-cost 
generic equivalent, Curran is left to pay the high price himself. 


entire U.S. economy in 2007. 

The trend is already bad, and national- 
izing healthcare even more will only make 
matters worse. On November 20, the Wall 
Street Journal examined the emerging 
Obama health plan, pointing out: 


Over the past 40 years, per capita 
health spending has grown an average 
of 2.1 percentage points faster than the 
economy. The dominant U.S. insurer 
— Medicare — has had no success in 
mitigating this climb, despite valiant 
attempts. Since the 1980s, Medicare 
has actually controlled the prices that 
physicians and hospitals are paid for 
thousands of billable services. In 
2007, the program spent some $425 
billion according to these arbitrary 
guesses. Because of its huge purchas- 
ing power, and because many private 
plans adopt its reimbursement rates, 
Medicare significantly shapes all 
health-care financing and delivery. 
Now the Democrats want to double 
down with the public option, appar- 
ently on the theory that the bureau- 
cracies fail only when they’re too 


THE NEW AMERICAN @ JANUARY 5, 2009 


small. Even without the new program, 
Medicare and Medicaid costs are ris- 
ing substantially both as a share of 
the economy and the federal budget. 


And what about all those figures that seem 
to indicate that the U.S. system is worse 
than elsewhere? As we have noted, there’s 
a good bit of chicanery about such as- 
sertions, whether they emanate from the 
World Heath Organization (WHO) or the 
OECD — particularly since those statis- 
tics are gathered in an attempt to justify 
even more government involvement. 

Grace-Marie Turner, president of the 
Galen Institute, has written in the San 
Diego Union-Tribune that such rankings 
“are highly influential among policy-mak- 
ers and help drive health reforms around 
the world. But common sense suggests 
that when the rankings show the United 
States has a health care system worse than 
Morocco’s or Costa Rica’s, it’s clear that 
the rankings are a poor reflection of real- 
ity. An objective assessment would have 
listed America at — or certainly near — 
the top.” 

The criteria used by WHO and other 
international bodies are self-serving. As 
Turner observed: “Countries with tax- 
funded, socialized health care tend to be 
ranked higher simply because citizens are 
treated equally — even when the quality of 
care is extremely poor. Meanwhile, coun- 
tries in which citizens have unequal access 
to medical care tend to be ranked lower, 
even when the overall quality of care is 
superior. By the WHO’s logic, treating 
people equally matters more than treating 
people well. So theoretically, a country 
with a negligent health care system could 
improve its rankings just by neglecting ev- 
erybody more equally.” 

Who is above the United States in such 
rankings? Well, the U.K., for one, scores 
better. This is the same nation where the 
government cancels up to 100,000 opera- 
tions annually, in large part because there 
is a shortage of doctors, nurses, and facili- 
ties. That is our bleak future if we try to 
level the playing field by driving everyone 
into the ground. 

— WILLIAM P. Hoar 
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BY WILLIAM F. JASPER 


Ponzi, Madoff, and the Fed 


oor Charles Ponzi 
is getting another 
media drubbing. 


News stories, of late, have 
been declaring Bernard 
Madoff’s spectacular in- 
vestment fraud case “the 
biggest Ponzi scheme in 
history.” Madoff, a former 
chairman of the NASDAQ 
stock exchange, was ar- 
rested on December 11 
and charged with securities 
fraud involving, reportedly, 
$50 billion. Ever since, 
media attention has focused 
on New York City’s famous 
Lipstick Building in Midtown Manhattan, where Bernard L. 
Madoff Investment Securities, its most famous tenant, occupies 
the 17th, 18th, and 19th floors. 

The eponymous Mr. Ponzi was an Italian con man who immi- 
grated to the United States in 1903 and quickly got involved in 
one illegal scheme after another. The one that earned him lasting 
fame (or infamy) involved selling international postal reply cou- 
pons. He promised a phenomenal 50-percent return in as little as 
45 days. And he delivered on the promises — for a time, that is. 
As news of the fabulous returns spread, new investors flooded 
in and Ponzi was able to amass a huge fortune and pay out mag- 
nificent profits from the new investors’ funds. However, like all 
pyramid schemes, the obligations to pay out soon outstripped 
the income, and Ponzi’s deception was exposed. Investors lost 
millions and Ponzi went to prison. Madoff may end up behind 
bars as well. If so, that may offer scant solace to the investors 
who were bilked of billions through his Ponzi-type scheme, and 
who will, most probably, never get back any of that money. 

But Madoff is being unduly crowned “king” of the Ponzi 
schemers. He is an amateur by comparison to the real Ponzi art- 
ists, those who are getting bailed out by the government and the 
government officials themselves, who are dealing not in a few 
measly tens of billions of dollars (which once upon a time count- 
ed as “real money” in the scheme of things), but in hundreds of 
billions — and even scarier, trillions! The gargantuan $700 bil- 
lion bailout fund voted by Congress in October has already been 
spent and that is just the tip of the proverbial iceberg. 

One of the biggest recipients of the bailout funds thus far 
has been Citigroup, who will gouge the taxpayers for much of 
its $300 billion in toxic debt — with the blessings of the U.S. 
Treasury Department and Federal Reserve. The golden boys at 
Citi got into this mess with a giant Ponzi scheme selling un- 
marketable collateralized debt obligations (CDOs) — many 
associated with bad mortgage debt — that far eclipse Ponzi’s 
postal coupon “creative financing” racket. Former U.S. Treasury 


Secretary Robert Rubin, a 
senior counsel at Citigroup, 
is one of the company’s top 
management named in a 
lawsuit by investors alleg- 
ing that Rubin, et al., sold 
more than $150 million of 
their own shares at inflated 
prices while concealing 
the bank’s true financial 
health. 

But even the massive Ru- 
bin-Citigroup Ponzi scheme 
is dwarfed by the larger 
scheme of which it is a part. 
We are referring to the Fed- 
eral Reserve System itself, 
which, since its creation in 1913, has been leading the largest 
and longest-running Ponzi scheme in history. However, whereas 
Ponzi’s imitators in the private sector, such as Madoff, must rely 
on suckering private investors, the Ponzi artists at the Fed have a 
protected, government-conferred monopoly on issuing money and 
credit. They can (and do) spin fictitious funds out of thin air — on 
a scale Ponzi could have never imagined — but without having to 
worry about being prosecuted for fraud or counterfeiting. 

As we have noted previously, the Federal Reserve and the 
Treasury are attempting to get away with the biggest heist in 
history. In addition to the $700 billion voted by Congress, the 
Fed has admitted to authorizing at least another $7 trillion for 
various bailout schemes and “loans” to banks, insurance com- 
panies, and other financial institutions. Members of Congress 
who have demanded to know where those funds are going and 
what collateral is being accepted by the Fed for these loans to 
troubled institutions have been told it’s none of their business. 
While blathering incessantly about providing increased trans- 
parency, the Treasury and the Fed have added additional layers 
of obfuscation to their already complex and murky dealings with 
a proliferating array of new credit windows, institutions, and 
instruments. Like Ponzi and Madoff, they are keeping observers 
mesmerized with their dizzying carnival shell game. 

If Madoff and Citigroup had been properly audited, they 
could not have gotten away with their fraudulent activities for 
so long. The same goes for the Federal Reserve. For years, Rep. 
Ron Paul has been trying to force Congress to conduct an audit 
of the Federal Reserve System, a most basic responsibility that 
Congress has shirked. The courageous Dr. Paul, who is the most 
knowledgeable member of Congress on sound money and the 
Fed, has gone further, authoring legislation, H.R. 2755, to abol- 
ish the Fed. If your Congressman won’t support H.R. 2755, he 
should at the very least get behind efforts to force the Fed to 
open its books — before their multi-trillion-dollar Ponzi scheme 
destroys our economic system. 
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